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The Bureau of International Labor Affairs at the U.S. Department of Labor 
and the Bureau of Democracy, Human Rights and Labor at the U.S. 
Department of State co-sponsored a half-day symposium in Washington, 
D.C. on September 22, 1995, to examine recent changes in China’s labor 
market and the implications for the future. This volume brings together the 
papers that were prepared for presentation at the symposium. Biographical 
sketches of the speakers at the symposium—the contributors to this 
volume—are contained in an appendix to this monograph. 

The purpose of the symposium and this monograph is to consider the 
very significant changes in China’s labor market and implications of these 
subjects considered here are the characteristics of the Chinese labor force 
and internal patterns of labor force migration; the trends in wages and 
income distribution; the declining role of state enterprises and the growth 
of the non-state sector as employers; state social safety net and 
reemployment policies; employment, social security, and enterprise reforms; 
the development and future direction of Chinese labor law; the ability of 
employers in the non-state sector to work for labor market reform; ihe 
impact of the changing labor market situation on U.S.-owned enterprises 
operating in China; the role of the state trade union and challenges to that 
role; and the prospects for the development of a free trade union movement 
in China. 

As China moves from a non-market, centrally-planned economy toward 
a socialist market-oriented economy, it is facing numerous internal changes 
including a changing industrial system and an open door policy which has 
brought significant changes in Chinese society, especially in the location, 
manner, and conditions of work. 

The prior system had two employment categories: permanent 
employment—the so-called “iron rice bowl” of life-long employment—and 
temporary forms of employment. Most workers were permanent workers 
in state and collective firms where their recruitment, allocation, employment 
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trausfer, and dismissal were subject to the state labor personnel 
departments. Wages were based on an eight-point scale depending upon 
differences in location, industry, and hardship, with little relation to firm 
efficiency or labor effort. The function of enterprises extended well beyond 
those of production to include many aspects of the provision of social 
services. 

Since 1949, the trade union movement in China has been dominated by 
the Chinese Communist Party. industrial relations between state enterprises 
and workers were determined to be cooperative. Competition and 
interaction with more open market economies has led to changes in the 
operation of industrial enterprises within China. Complicating these 
changes is a very large internal migration of persons moving from the 
countryside to the urban centers. As a result, the urban pool of workers 
comprises a substantial portion of the workforce outside of the official labor 
market. 

Another complicating factor is that there has been very little guidance 
based on law in China with regard to labor and industrial relations in the 
context of a more market-oriented economy. A new labor law to address 
the protection of workers’ rights and industrial relations was passed in July 
of 1994. However, the uniform implem<ci::ation and enforcement of the law 
remains an open question. 

Labor legislation and regulatory reforms are being developed in the 
areas of contracts, recruiting, discharging of employees, and the 
establishment of a social security system. These changes imply changes in 
the operation of enterprises, the operation of the employment system, the 
determination of wages, the provision of welfare programs, and the 
emergence of a true labor market, ali of which pose a challenge to the 
current trade union movement and its role in the future. 

Hopefully, this monograph will shed some more light on these and 
other changes in China’s labor market and help improve our understanding 
of their significance. This volume is divided into two sections. The first 
looks at recent changes in the Chinese labor market and the second 
considers possible implications of the changes. 

In Chapter 1, Harry Broadman considers reforms in China’s state- 
owned enterprises (SOEs). His paper describes the various forms of 
enterprise ownership in China and their relative importance to the Chinese 
economy. The SOEs play a pivotal role, both in terms of their number and 
the employment that they support. However, the SOEs have faced several 
problems (e.g., poor economic performance, or running at a loss or on a 
state subsidy) and have borne some heavy burdens not encountered by non- 
SOEs (e.g., SOEs incur the responsibility and cost of providing housing and 
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social services to their employees). While reforms have been introduced to 
address these concerns, Broadman observes that several issues still need to 
be addressed. He concludes that continued incremental introduction of 
reforms is the correct path for China to follow. 

In Chapter 2, Xiushi Yang describes the labor force dynamics in China 
since 1978. He discusses the characteristics of the rural and urban labor 
iorce, and the rural to urban migration that has occurred as the result of the 
transition to a market-oriented economy. This trend has brought new 
pressures on the urban centers. He examines the determinants and 
consequences of internal labor force migration in China and observes that 
while the rural lavor force population continues to grow, the growth in the 
urban labor force demand for employment has peaked due to a decline in 
the population growth of the working age urban population. Fertility rates 
explain some of these urban-rural differences, with those in rural areas now 
tending to be increasingly younger while those in urban areas tend to be 
older. The labor force problem is essentially one of surplus rural workers. 
While rural to urban migration may place pressures on some city centers, 
the migrants generally provide the cities with workers to fill positions in 
industries and activities not desired by most urban residents (e.g., informal 
services, construction, etc.). Thus the rural workers in the urban labor 
markets appear to be supplementing rather than competing with urban 
workers from the employment standpoint. With regard to social protections 
and services, however, Yang concludes that the rural workers may be 
placed at a severe disadvantage. 

1a Chapter 3, Lin Lim and Gyorgy Sziraczki review the labor market 
reforms in the context of China’s economic transition to a more market- 
oriented economy. Their ocus is on the urban areas and the challenge of 
growing surplus labor. They describe the major employment, social 
insurance, and enterprise reform measures and regulations that have been 
introduced, and then look at the actual implementation and effectiveness of 
the reforms. They also report on the technical assistance which the 
International Labor Office (ILO) has provided to China and the results of 


a Chinese Ministry of Labor/ILO survey of Chinese enterprises regarding 
the effects of reform measures. In some cases, the reforms have 


shortcomings and have not been effective in eliminating the problems of 
unemployment and the benefits burdens placed on SOEs. They note that the 
reform process in China has been gradual, with experiments being made on 
a trial basis, and adjustments and corrections adopted as refinements are 
reform process in China has a long way to go and many challenges still 
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In Chapter 4, Xiaozhu Liu surveys several aspects of the distribution 
of income in China, emphasizing the structural features that account for 
of concentrated wealth and poverty. Whether looking at per capita gross 
domestic product by region, or per capita disposable income or consumption 
expenditures for the urban and the rural populations, Liu observes a high 
differences between regions or areas. Reasons cited for regional income 
differences are natural and environmental factors; the level of 
communications and transportation systems; patterns of savings and 
investment and government distribution policies; the industrial structure 
(agricultural versus industry and within industry, heavy versus light 
industry); the ability to export and trade internationally; anc the pace of 
industrial reform (the share of non-SOEs). Regionally, the rise in per 
Capital income has been the greatest in the southeastern coastal area, which 
has attracted substantial foreign investment and is the area where most of 
the special economic zones have been created. Reasons cited for the urban- 
rural income differences are the dual economy in China (rural agricultural 
versus urban industrial) that is reinforced by the household registration 
system, the greater financial burdens placed on farmers compared to urban 
residents, and the rise in undeclared income of urban residents. Liu notes 
that there are an estimated 80 million poor persons in China today. In 
addition to the growing number of poor, there is a sma'l, but wealthy, 
group of rich emerging as the result of reforms being introduced. The new 
rich include entertainers, sports figures, taxi drivers, and some individual 
entrepreneurs. Liu concludes that the fovernment must address these 
growing differences ‘a income through a more completely developed legal 
system and its uniform and equitable enforcement and the development of 
anti-poverty and social security policies to address those in the lowest 
income classes. 

In Chapter 5, James Feinerman presents a concise review of Chinese 
labor law, surveying its development, current state, and possible future 
directions. He notes that there are a considerable number of questions 
regarding practical implementation of labor law in China, stemming in large 
part from the various legal regulations related to enterprises of different 
forms of ownership. He observes that labor law in China is in a state of 
flux, being far from ideal, and even problematical in some cases. He 
identifies (re)employment training, employment contracting, and a viable 
system of unemployment insurance as areas of particular concern for the 
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future. Feinerman concludes that a complete, comprehensive legislative 
framework will need to be developed to provide for labor law in a market- 
oriented economy; national and local area regulations wiil need to be 
integrated; and issues related to the implementation of and compliance with 
the labor law will need to be addressed (i.c., the rule of law versus 
corruption). 

In Chapter 6, Paul Lamb looks at how changes in the Chinese labor 
force and the introduction of reforms have affected the way in which U.S.- 
owned facilities operate in China. He notes that the introduction of new 
labor regulations will have the effect of increasing the cost of doing 
business in China, but that they will provide a more orderly environment 
for conducting business if they are uniformly enforced (thereby creating 
order out of chaos). He observes that some U.S.-owned operations have 
faced problems with “experiments” in the area of labor reform in China, 
and that often there are conflicts between local and national regulations and 
a lack of transparency of the laws. Lamb notes that other concerns of 
businesses operating in China are redundancy of workers, the lack of skilled 
workers, poor motivation of the workforce, high turnover, problems with 
recruitment, and restrictions imposed by the household residential 

In Chapter 7, Barry Friedman examines three areas of reform in China: 
employment policy, pension policy, and housing policy. He observes that 
in each area, major reforms either have been or are being implemented, but 
have yet to produce a major impact. These areas of concern currently 
impose a significant burden on SOEs, but reforms have yet to remove the 
financial and administrative burdens sufficienily for the SOEs to restructure 
into viable firms which can stand on their own competitively without the 
need for state subsidy. In the case of employment policy, he concludes that 
the reforms are likely to help the transition of workers out of SOEs, but the 
decision has not been made yet to use them extensively. In the case of 
pension policy, he sees that hard choices still remain to be made as to how 
to address the aging problem (e.g., the retirement accounts do not have 
sufficient prefunding and will not be adequate to pay off the growing aging 
population). In the case of housing reforms, he notes that the policies have 
focused solely on increased supply, but they have not addressed the need to 
create an independent housing market with credit and morigages available 
to would-be buyers that would alleviate the SOEs of their responsibilities in 
this area. While the accomplishments of policy reforms in these three areas 
have been limited so far, he sees thai the spirit of reform is strong in China 
and spreading to other areas such as health insurance, work injury and 
maternity benefits, and the expansion of coverage for unemployment and 
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pension benefits to more non-SOE sectors of the economy. Friedman 
concludes that employment and social security policies have turned out to 
be one of the more difficult areas of retourm because of their close linkage 
with the reform of SOEs. 

In Chapter 8, Dongfang Han considers the prospects for a free trade 
union movement in China. He reviews some of the many problems now 
confronting workers in China. These range from the loss of job security 
and social benefits for workers in restructuring state-owned and collectively- 
owned enterprises to the exploitation of rural peasant workers. These rural 
peasamt workers are primarily female and work in foreign-invested, 
township-and-village, and privately-owned enterprises that have emerged as 
the result of reform. Han observes that the All China Federation of Trade 
Unions is a government-dominated organization that is in the service of 
management and the government and not truly representative of the 
workers. He notes, however, that there are some signs of dissent at the 
grassroots level. Han discusses the collective action for more independent 
free trade unions in the Workers’ Autonomous Federations movement of 
1989 in which he participated, a movement that was crushed by the 
government but plantcd the seeds for independent worker representation and 
self-action in China. Despite the introduction of reforms and a new 1994 
Labor Law, Han sees widening gaps in the distribution of income in China 
and the development of a clique of communist party officials who use their 
political power to get rich while workers, who are losing their social 
benefits and protections, are becoming mere restive as shown by the 
increasing number of strikes. The only way to defuse this potential time 
bomb, in Han’s view, is through both labor-management and labor- 
government negotiation and bargaining. To facilitate this, Han calls for 
labor education programs at the grassroots level in China to help foster and 
develop independent labor unions that are truly representative of their 
members. Han concludes that a free labor movement is needed ‘or the 
masses of workers to help moderate the ill-effects of the transition to a . ore 
market-oriented economy and to achieve social progress as well; it also may 
be the key to democracy in China. 

1 would like to thank the symposium cpeakers for their cooperation in 
the preparation of this volume and Deputy Assistant Secretary of State Gare 
A. Smith for chairing one of the symposium sessions. | would also like to 
acknowledge the invaluable assistance of my colleagues at the U.S 
Department of Labor, especially Gregory K. Schoepfle, Daniel Solomon, 
and Trina Shaw, for helping to arrange the symposium and make this 
volume a reality. 
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The papers in this volume represent the personal views of the authors. 
We hope the publication of this volume will stimulate discussion and 
additional research on the wide range of very important issues related to 
changes in China's labor force and the protections afforded to workers. 


| am very pleased to be a part of this extremely important monograph. | 
am especially glad to mark the collaboration of the Department of State with 
the Department of Labor. This is an important collaborative effort, one that 
has not often occurred in recent years. In this Administration, however, the 
State Department and the Departmen: of Lubor have worked effectively to 
combine the foreign labor affairs concerns of the United States with our 

The subject at hand—th integration of human rights, worker rights, 
and economic development in China—is extremely ‘mportant and speaks to 
the very future of the international workforce throughout th: world. 

These issues will continue to grip the world into the next century, both 
in terms of the size of the Chinese workforce, and in terms of the issues 
affecting the international workforce and the intecnationa! economy as it 
becomes more and more interdependent in this period of global markets and 
market economies. These broader changes bring great opportunities but 
also great challenges, not only for economic issues but also for human 
rights, worker rights, and all the values that they represent and that we have 
been struggling for throughout much of this century. 

Today, China represents over one-fifth of the world's population. Its 
ancient traditions and failed political ideology need to adapt to a changing 
environment that features a globalizing economy, post-Cold War political 
systems that are rapidly changing, and accelerating technological changes 
that are bringing the world closer together while at the same time generating 
new tensions and dislocations. 

China is a crucible, not only in the sense of a vessel where all the 
elements | just mentioned will meet and mix to form a new civil society 
over a long period cf time, but also in the sense of a severe challenge. As 
events such as Tiananmen Square, the recent arrest of human rights activist 
and labor activist, Harry Wu, and the just completed United Nations Fourth 
World Conference on Women all exemplify, China is one of the modern 
yardsticks which will measure how mankind views such universal values as 
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human and worker rights. The outcome of China's struggle to adapt to the 
modern world and the universal values of human rights is significant, not 
only for its symbolic value but also because it will directly affect nearly | 2 
billion Chinese citizens as weil as the peoples of other countries the wor.J 
over. 
What place do labor issues hold in our relations, the relations of the 
United States and China? The best way to answer this question is to look 
at three major labor policy objectives the United States promotes throughout 
the world, and certainly also in China. 

First, we believe that sorne rights are so fundamental and so basic that 
they should be recognized and protected for all people regardless of social 
and cultural background ov level of economic development, and those are 
the human rights set forth in the Universal Declaration of Human Rights, 
which is close to celebrating its fiftieth anniversary. Several of these rights 
involve the labor sector: the right of free association, the right to organize 
labor, and freedom from discrimination in seeking employment. 
throughout the world is based on our conviction that a stable and healthy 
society must be built on general principles of democratic participation. We 
certainly do not advocate that countries model themselves after us or any 
other particular democracy, bui do think they should seek to ensure that all 
parts of their society have a legitimate, transparent, and institutionalized 
channel! to exert reasonable influences on the forces governing their lives. 
In a labor context, the freedom to form free and independent organizations 
(both labor unions and business associations) is fundamental for an open 
political system and a free and healthy economic markct. 

The third broad labor policy objective is the recognition of the essential 
role thai global trade and international competitiveness plays in all 
countries. We believe that a healthy world economy requires a basic level 
playing field for all. On the labor front ‘his means that countries should not 
be permitted to gain an unfair advantag: in production by lowering labor 
costs through exploitation such as through using child labor or forced labor 
in prisons or places of detenticn, or by exposing workers to excessively 

Today is a time of enormous challenge in China as well as a time of 
great opportunity for effecting «tructural changes thai could transform the 
meaning of human and worker rights for the wor’ 's largest labor force. 
| offer two examples of curront U.S. policy in this area, both modest 
advances in worker rights protection evolving from our changing 
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The first is the Memorandum of Understanding on Prison Labor that 
was signed with China in 1992 and clarified in subsequent discussions on 
forced and prison labor with the Chinese government, including a number 
‘eo’ T have had over a period of several years in China. 

The second is the development and release this year of the U.S. Mode! 
}. siness Principles, which are designed to enunciate and promote a code of 
adact that calls for providing a safe healthy workplace, ensuring fair 
oe and, wherever possible, advancing freedom of 
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I have been privileged to represent the United States in a series of seven 
intensive direct dialogues on human and worker rights with the Chinese 
government—four in China and three here in the United States—over the 
past two years. 

In these dialogues, the United States presses the Chinese government 
to release labor and human rights activists held in prison or detention camps 
for expressing political views. We also urge China to permit political 
exiles, such as my friend and labor leader, Dongfang Han, to return to their 
own country, as required by the Universal Declaration of Human Rights. 

Finally, we encourage China to reforin and modernize its laws to allow 
free and independent unions. This is a long-term process, but an extremely 
important one. We who are in the international community, we who are 
seeking advances in universal human rig/sts and worker rights, can add our 
voices of support and interest to the process. But in the end, these issues 
will have to be resolved by the Chinese people. 
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1. REFORM OF CHINA’S STATE-OWNED 
ENTERPRISES 


Harry G. Broadman'' 


At the heart of the seventeen year old Chinese “economic miracle” lies an 
industrialization strategy that has combined the introduction of market forces, 
gradual reduction of mandatory planning, decentralization, autonomy in 
economic management, and opening the economy to international trade and 
foreign investment. While most successful development experiences feature 
industrialization as the key ingredient, reform in economies undergoing 
transition faces serious obstacles, and there is no generic model to serve as 
a guide. Indeed, China has yet to put in place a complete or fully consistent 
alternative to the earlier centrally-planned model. But the transformation of 
China from a Soviet-style command system to a “socialist market economy” 
has pivoted on the skillful use of the country’s economic and resource base. 

China’s economic performance is traceable to reforms that have 
transformed its industrial landscape into one where the share of state 
ownership in industrial enterprises has declined (but remains significant), and 
non-state enterprises, relatively unshackled by government policy and facing 
a highly competitive environment, thrive. This has occurred amidst an 
overall policy climate that increasingly simulates market conditions by 
encouraging state-owned enterprises to behave as commercial, profit-oriented 
entities. Notwithstanding this considerable progress, a significant portion of 
the industrial sector is still handicapped by systemic weaknesses and 
technological backwardness. China cannot afford to slacken the pace of 
reform. 


CHINESE INDUSTRIAL STRUCTURE AND PERFORMANCE 


Enterprise Ownership Forms and Size Distribution 


There are about 9.9 million industrial enterprises in China. Of these, 
104,700 are state-owned enterprises (SOEs), which are generally located in 
urban areas; 1.8 million are collectively-owned enterprises (COEs), both 
rural township and village enterprises (TVEs) and urban collectives; 8.0 
million are private businesses, which are family or individually-owned 
private entities with no more than seven employees; and 32,100 are other 
types of enterprises, which include private firms employing more than seven 
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persons, foreign-owned enterprises, and foreign-domestic joint ventures. 
The vast majority of enterprises in China are of relatively small scale. 
Both SOEs and COEs are “public sector” enterprises. However, 
because of significant differences between the two in terms of location, 
environment that governs their conduct and performance, COEs operate in 
a fashion more similar to competitive enterprises than to traditional public 
enterprises. While SOEs are mostly !ocated in urban areas, most COEs are 
TVEs, located in rural areas. Functionally, SOEs not only carry out 
productive operations, but also are burdened w:th having to provide social 
services, including housing, education, hospitals, social security (pensions 
and unemployment, accident and health insurance), food services, and fuel 
and retail outlets. COEs, on the other hand, generally perform only 
productive functions and thus can focus more squarely on commercial 
objectives. Unlike SOEs, which histori’ ly have had access to on-budget 
subsidies from government (at the centr: and sub-central levels) and off- 
budget subsidized credits from (the state-owned) banks, COEs have had to 
operate in an environment free of direct fiscal and quasi-fiscal government 
subsidies. However, COEs do rely on SOEs as sources of capital, labor, 
technology, materials, and output markets. This dependence means that 
some of the observed superior performance of COEs may be illusory. 
SOEs account for about 43 percent of the country’s gross value of 
industrial output (GVIO); COEs account for about 38 percent (TVEs account 
for 26 percent); private businesses account for about 8 percent; and other 
firms account for 10 percent. This pattern of industrial organization is in 
stark contrast to that at the beginning of reform. In 1978, the share of GVIO 
accounted for by SOEs was about 78 percent and collectives accounted for 
about 22 percent. While the non-state sector has been the major source of 
employment growth since the beginning of reform, SOE employment is 
growing, and today about 70 percent of Chinese industrial workers at or 
above the village level are still employed in SOEs. SOEs also provide a 
disproportionate share of tax revenues for government at virtually all 
levels—the center, provinces, municipalities, and counties. As a result, 
SOEs represent a pivotal, perhaps the pivotal, resource—acting as both a 
determinant and a constraint—in China’s economic policy choices. 


Enterprise Performance 


Although small in scale and occupying relatively specialized market niches, 
non-state enterprises have proven to be powerful generators of employment, 
output, and exports, and are generally efficient and dynamic. Perhaps most 
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important, the emergence and rapid growth of these firms has done much to 
change the competitive market environment in which all enterprises operate, 
including SOEs. Notwithstanding the saiutary effects of non-state firms on 
the degree of competition in the market, many—though by no means 
all—SOEs continue to have serious problems. In part, these problems are 
structural: (a) excessive and rigid patterns of corporate integration (e.g., 
extensive vertical integration and/or exaggerated diversity of product lines); 
(b) use of obsolete and often inappropriate technology; (c) virtual absence of 
multiplant economies of scale, especially across regions; (d) prevalence of 
plant production designs at less-than-minimum efficient scale; and (e) 
excessive investment in heavy industry at the expense of higher value-added 
activities, including services. In addition, SOEs’ performance suffers 
because of the “social burdens” they carry. 

China’s economic reform program has had a strong, positive impact on 
SOE structure, output growth, and performance. Total factor productivity 
growth has increased, and hundreds of otherwise unprofitable, smaller SOEs 
have been closed or transformed into joint ventures or collectives. A 
significant number of SOEs are also on the technological frontier, developing 
new products and processes and effectively diffusing such innovations in the 
markets they dominate. A growing number of SOEs are not only 
increasingly economically successful in the domestic market, but have also 
become major exporters and international investors. 

Still, many large and medium-sized SOEs continue to exhibit poor 
performance. For example, while annual total factor productivity for SOEs 
is rising, its growth is only about one-third to one-half the corresponding rate 
for non-state enterprises. SOE losses are sizeable, estimated at between 2.4 
percent and 5.3 percent of GDP annually. As a result, many SOEs have 
required substantial fiscal and quasi-fiscal public subsidies, often occurring 
in a disguised manner through the financial system as directed credits. While 
explicit and implicit fiscal (i.e., on-budget) subsidies as a percent of GDP 
have been declining in recent years (from about 5.9 percent in 1990 to about 
3.5 percent in 1993), quasi-fiscal (i.e., financial system) subsidies as a 
percent of GDP have been increasing (from about 3.8 percent in 1990 to 
about 6.0 percent in 1993). The net result is that total subsidies to SOEs are 
large and remain virtually unchanged. This is an unsustainable structural 
situation and has obvious implications for macroeconomic performance, 
resource allocation and social stability. 

Pollution associated with China’s burgeoning industrial growth, 
including reliance on high-polluting heavy industry, continues to exact a 
sizeable toll on the Chinese people and the environment. China’s industrial 
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sector—not only SOEs but aiso non-state enterprises—is the major generator 
of massive water, solid waste, and air pollution in the country. 


HISTORICAL SOURCES OF CHINA’S INDUSTRIAL SECTOR 
PROBLEMS 


There are three main historical sources of the problems of China’s industrial 
sector: (a) inefficient internal enterprise incentive and governance systems; 
(b) a distorted policy and regulatory regime; and (c) lack of well-developed 
factor markets. Inefficiencies in internal incentive and governance systems 
are rooted in the earlier regime of central economic planning, under which 
SOEs were generally established by administrative fiat rather than by market 
forces and thus suffered from poor “initial condition” decisions with respect 
to location, scale, product lines, capital-labor mix, and technology; the 
linking of SOEs’ productive functions with the provision of social services; 
and the administrative involvement of government in SOE business decision- 
making. 

regulations, direct subsidies, tariff and nontariff trade barriers, foreign direct 
investment rules, and environmental regulations—has attempted to channel 
incipient market forces to serve often-conflicting policy goals. Many of these 
policies have been incoherent and uneven in application, causing distortions 
in resource allocation, both across regions and industries. While there has 
been improvement in recent years on many of these fronts, problems remain; 
in some cases, progress has regressed, e.g., some eliminated price controls 
have been re-instituted. A particularly visible weakness of the regulatory 
regime is environmental protection. 

The absence of viable and flexible factor markets has also made the 
transition to a market economy difficult. With capital markets still at an 
early stage of development, firms that are dynamic have relied mainly on 
internally generated savings, while money-losing firms have received 
subsidies from the government; bankrupt firms have been artificially kept in 
business. Rigidities in labor markets due, among other things, to the absence 
of a free-standing “social safety net” have made it difficult for the movement 
of workers from areas with excess supplies of labor to areas with excess 
demand for labor, and for SOEs to shed labor as they have sought to become 
more efficient. While technology markets have emerged with much 
improved patent and trademark protection, immobility of scientific personnel, 
small production scales, and restrictions on entry of certain foreign 
investments still impede the transformation of research and development 
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(R&D) discoveries into marketable products and p ocesses and technological 
diffusion. 


THE RECORD OF CHINA’S INDUSTRIAL REFORMS 


The Chinese authorities have recognized that the nation’s pace and pattern of 
industrial growth must be sustained if economic development is to proceed. 
As a result, since the market opening of the country in 1978, a series of 
reforms were launched that decentralized economic decision-making, 
liberalized the external sector. Achieving even better industrial performance 
and sustaining high rates of economic growth have required that China 
accelerate the earlier reforms of its overall industrial organization, and more 
recent reforms have tended in that direction. 


Achievements from 1978 to the Present 


Throughout the 1978-92 period, numerous reforms were introduced, almost 
always in the Chinese gradualist and incremental style, and often first as 
experiments in certain regions and then replicated in other locales. The most 
salient policy experiments during the period included the introduction of the 
Contract Responsibility System (CRS), “corporatization” of SOEs, and the 
New Operating Mechanism (NOM) and the subsequent codification of its 14 
Autonomous Management Rights. In addition, prices and production were 
increasingly decontrolled, and trade and foreign investment liberalized. 

The period since late-1992 has witnessed several significant new tranches 
of enterprise reforms. The reaffirmation of the leadership's commitment to 
economic reform launched in the 1980s was first made evident in October 
1992 with the change in the official economic philosophy from a “planned 
economy on the basis of socialist public ownership” to a “socialist market 
economy.” In November 1993, the 3rd Plenary Session of the 14th Party 
Congress issued the Decision on Issues Concerning the Establishment of a 
Socialist Market Economic Structure. This Decision outlines a 50-point 
agenda for economic reform to be attained by the end of the century across 
an unprecedented array of interrelated fronts, including: (a) creating a 
“modern enterprise system;” (b) encouraging the development of diversified 
ownership forms of enterprises, including the “privately owned, individually 
owned, and foreign-invested” sectors; and (c) requiring the state to provide 
for different ownership forms of enterprises to be able to compete on “equal 
terms” in the marketplace. The Decision is undoubtedly the most ambitious 
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plan for China’s economic reform since the launching of reform in 1978, and 
may well prove to be a watershed in Chir a’s modern economic history. But 
it is only a blueprint statement of principles and does not contain a detailed 
plan for implementation. Establishing a program for implementation of the 
agenda embodied in the Decision is the challenge now being undertaken by 
the Chinese. 

The “10,000 - 1,000 - 100 - 10” enterprise reform experiment, 
announced in January 1994, is the latest effort in this regard. This reform 
will provide for: 10,000 large SOEs to adopt completely within 2 years the 
new accounting standards (introduced in July 1993), new asset evaluation 
techniques, and the full set of the “14 autonomous management rights;” 
1,000 large SOEs to adopt within 2 to 3 years the new state asset 
administration regulations (promulgated in July 1994) and tc delegate within 
2 to 3 years their assets to a state assets supervisory committee, charged with 
deciding on methods to enhance asset value; 100 large and medium-sized 
SOEs (within 2 years) to be fully “corporatized” as limited liability or 
limited liability shareholding companies under the Company Law; and 10 
municipalities to undergo comprehensive urban enterprise, economic, and 
social policy reform, including SOE restructuring, technology upgrading, 
mergers and consolidations, bankruptcy, and divestiture of social services. 
In fact, 18 rather than 10 pilot municipalities have been chosen for 
“comprehensive urban reform.” 


Remaining Problems to be Addressed 


Notwithstanding the real progress of China's industrial reforms to date, 
several problems remain unresolved. First, reforms have not appreciably 
squeezed out economically wasteful resource use in most SOE operations, 
nor raised the productivity of resources employed in economically efficient 
uses to technologically feasible levels. Second, they have not provided for 
sufficiently market-based governance autonomy and risk-reward incentive 
structures for SOE management. Third, reforms have not effectively 
reduced on a broad scale certain distortions in the policy regime governing 
enterprise conduct and performance. Finally, the reforms have not 
engendered self-sustaining factor markets, without which the efficient 
performance of industrial enterprises is ultimately constrained. 

Dealing with “the SOE problem” is still central. What is required is to 
modify the existing proactive policy regime into one that combines: (a) a 
program for phasing out SOE fiscal and quasi-fiscal subsidies; (b) a nurturing 
environment that allows for autonomy of management, recombinations of 
corporate assets and open exit and entry; (c) the shedding of redundant labor 
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the existence of a government-sponsored “social safety net;” (d) creating 
employment growth conditions, particularly in high value-added services 
industries; and (e) development of an independent, viable financial system. 


THE AGENDA FOR FURTHER REFORM OF CHINA’S 
INDUSTRIAL SECTOR 


China’s government has charted an ambitious agenda for the continued 
development of the country’s industrial sector. It generally reflects the 
objectives articulated above and seeks to modernize enterprise incentive and 
govername systems and diversify corporate ownership; improve further the 
policy and regulatory regime; and develop factor markets. 


Modernizing Enterprise Incentive and Governance Systems 


Separating the Governnent and Productive Sectors. Building on past 
reforms, efforts must continue the process of delegating business decision- 
making to SOEs, imposing hard budget constraints, and creating a market- 
oriented institutional framework for the state to exercise its ownership rights 
over its assets. In particular, SOE governance structures, property rights, 
and managerial control mechanisms are sorely in need of realignment with 

principles of economic efficiency and greater specificity. The role, function, 
and structure of the system of state asset administration also need 
significantly greater refinement. 

Restructuring SOEs. Because of their continued critical role in the 
economy and the absence of fully developed factor markets, many SOEs 
require a proactive policy of restructuring. Ignoring the problems posed by 
the lack of a proactive restructuring policy risks incurring unnecessary 
resource costs and social reversals that could delay the transition to a market 
economy. Further reform efforts must focus on: (a) creating a nationwide 
market-driven restructuring capability that would have a multiplier effect 
across many industries and allow enterprises to consolidate, diversify, divest, 
exit, and engage in asset sales and purchases so as to recombine capital and 
labor in new ways; (b) establishing mechanisms for enterprises to pass many 
of -e+ social service burdens to government so that they are financed 

‘ ugh public revenues (or in the case of housing, passed to newly 
« eloped markets); (c) creating credible and politically viable mechanisms 
wo Shed redundant labor, ease the adjustment of displaced workers into the 
labor market, and create new employment opportunities, particularly in high 
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value-added services activities; and (d) increasing the pace of corporatizing 
enterprises. 

Enhancing the Policy Environment for the No=-State Sector. The 
Third Plenum’s Decision calls for a policy context that moves from “benign 
neglect” to active encouragement and development of non-state enterprises. 
Implementation of this policy objective will necessitate the establishment of: 
(a) clearly and well-defined property rights for non-state enterprises and the 
management autonomy and obligations that go with them; (b) broad policy 
neutrality across enterprise ownership forms; and (c) equal access to factor 
markets, especially the financial system, for state and non-state enterprises. 


Improving the Policy and Regulatory Regime 


Reducing Distortions in the Policy Framework. Further reforms are 
needed regarding: (a) prices, to completely decontrol lingering price ceilings 
and further rationalize relative prices (e.g., in the energy, grain, and cotton 
sectors); (b) investment policy, to eliminate directed credit allocation 
schemes and rationalize and limit on- and off-budget financing and 
investment approval plans; (c) competition and regulatory policy; (d) foreign 
trade policy, to continue the liberalization of import tariff and nontariff 
barriers, especially the import license regime, the elimination of remaining 
indirect export subsidies, and the further granting of direct export and import 
rights to enterprises (of all ownership types); (e) foreign direct investment 
policy, to streamline the regulatory apparatus governing screening of foreign 
direct investment as well as to further open the sectors in which such 
investment is permitted; and (f) tax policy, to establish greater neutrality 

Mitigating Industrial Pollution and Environmental Damage. There 
remains considerable scope for improvements in integrating environmental 
management effectively into economic policies. The pollution management 
system still relies heavily on administrative command rather than market- 
based mechanisms. There is thus a need to improve economic incentives to 
adopt clean production techniques and waste disposal, which includes the 
imposition of fees, fines, and compensation payments on any enterprise that 
fails to meet environmental standards. Enforcement of penalties and 
collection of levies are currently weak. Further reforms must focus on: (a) 
eliminating pricing policies that encourage excessive energy and materials 
consumption; (b) the implementation of regulatory incentives/disincentives 
that internalize the costs of pollution; and (c) strengthening regulatory 
capabilities. 
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Enhancing the Labor Market. Development of a labor market is 
security (i.¢., pensions and unemployment, accident and health insurance). 
Moreover, notwithstanding the gradual introduction of the labor contract 
system, SOEs are burdened with the obligation of providing permanent 
employment to their workers. There is an urgent need to design 
implementable programs to accelerate the establishment of: (a) government 
unemployment compensation; (b) employer-employee funded portable 
pensions; and (c) commercial housing markets. 

Capital Market and Financial Sector Reform. Restructuring of “real 
sector” enterprises requires that commercial banks, investment and merchant 
banks, and nonbank financial institutions have an incentive to intermediate 
funds so that firms can afford new investr: ents in technology and machines. 
The government believes creating the mechanisms for monetary control is a 
top priority. Reforms being planned or already underway include: (a) 
development of indirect monetary policy instruments, such as open market 
op-rations, gradual liberalization of interest rates, development of 
government securities markets, and creation of a modern payment system; 
(b) institutional restructuring of the People’s Bank of China (PBC) to 
facilitate centralized monetary policy management; (c) the transformation of 
the state specialized banks into commercial banks; and (d) the establishment 
of a system of policy banks, including a site development bank, an 
agricultural policy bank, and an export-import bank. 

Promoting Diffusion of Technology. The government is now 
committed to speeding technological innovation through: (a) improving 
enforcement of recently implemented intellectual property legislation; (b) 
providing for the mobility of technical personnel from academic research 
institutions into the productive sector; (c) creating market-iriven engineering 
agents to adapt international and domestic technology to local inputs and 
conditions; and (d) fostering the transfer of technology from abroad through 
foreign investment, licensing, and “build-operate-transfer” (BOT) or turnkey 
contracts. 


CONCLUSION 


China's economic growth has been sustained because the economy has been 
decentralized and there has been increased autonomy ceded to state-owned 
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enterprises and opportunities for growth in the non-state sector. 
Consolidation of the successes engendered by that strategy requires fur.her 
fundamental reforms, i.c., changes in the internal incentive and governance 
systems of SOEs, such as through clearer definition of property rights, and 

At the same time, the SOE market environment needs to be enhanced 
through: greater price competition; development of bona fide markets for 
iabor, capital, and technology; and reduction of inter-regional and 
international barriers to entry and exit. The SOE-based social welfare 
system also needs to be reformed. Imposition of a “hard budget constraint” 
enterprise debts and soft bank loans. 

Achieving China's goal of industrial modernity will require farsighted 
policies backed by resource mobilization on a scale equivalent to the recent 
past. China cannot afford to slacken the pace of change. It must continue 
down its path of incremental implementation of reforms. In no small way 
that has been part of the secret of China's economic success and its ability 
to maintain growth. 


Note 


1. This paper draws upon an earlier report by the author, Meeting the 


Challenge of Chinese Enterprise Reform, which was published by the World 
Bank in April 1995. 
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2. LABOR FORCE CHARACTERISTICS AND 
LABOR FORCE MIGRATION IN CHINA 


Xiushi Yang' 


Recent economic growth in China has been accompanied by profound 
changes in labor force dynamics. Most notable is the increasingly rural- 
urban labor force migration in response to the transition from previously 
government-controlied to a more market-regulated labor market. This new 
pattern of labor mobility is often referred to as temporary migration because 
it involves no change in migrants’ official residence registration.’ But many 
migrants tend to live and work in the urban destination for an extended 
period of time and often show no intentions of returning io their rural 
resources in the urban destination. Being highly selective, the flow of 
peasants in large numbers from rural to urban areas can exert impact on the 
labor force profiles in places of both origin and destination that goes far 
beyond what their sheer numbers would suggest. The labor force 
composition and labor market conditions at particular locations in turn 
determine the spatial patterns of labor force mobility. 

The purpose of this paper is to examine the dynamics between labor 
otherwise specified, the data come from China's /990 Census 10-percent 
Sampling Tabulations (SSB 1990). The analysis begins with a brief 
discussin of changing labor market dynamics induced by economic reforms 
since 1978. It is followed by an analysis of the composition of the labor 
force in rural and urban areas. The third section focuses on the 
characteristics of rural-urban labor force migration. The final section 
examines the structural determinants and consequences of labor force 


ECONOMIC REFORMS AND LABOR FORCE DYNAMICS 


Since 1949, economic development in China has been carried out within the 
framework of a centrally-planned economy. Private ownership was 
outlawed. The government controlled not only macro-level production and 
exchange but also micro-level consumption, employment, and residence. 
Despite large differentials in income and standard of living between rural and 
the household registration (jwkow) system and other administrative measures 


(Banister 1987; Christiansen 1992; Taylor 1988; Walder 1986; Yang 1993), 
according to a set of principles (Goldstein and Goldstein 1985 and 1990). 

Economic reforms since 1978 have brought about significant changes in 
employment structure and labor market conditions. Private ownership of 
business and industry has not only been legalized, but in fact encouraged. 
As a result, the private sector has grown rapidly and created millions of jobs 
outside state-owned units. For example, by 1993, urban private firms and 
enterpris:s employed over 16.5 million workers, which accounted for 10.3 
percent of the total urban labor force (SSB 1994). As would bc expected, 
private firms and enterprises are more autonomous from government 
employment regulations, and consequently, they have a more open la»or 
recruitment practice that is particularly responsive to market forces 
(Christiansen 1992; Solinger 1995). 

Thus the most significant change in labor force dynamics since reforms 
has been the increasingly differentiated employment structure, which places 
more and more of the labor force outside the direct control of the state 
(Walder 1984; Wilson 1990). The result is the dualistic division of 
employment between state or large-scale collective enterprises on the one 
hand and small-scale collective units, rural enterprises, and private forms of 
labor activities on the other. This division bears close resemblance to the 
segmentation of the labor market into primary (permanent well-paying jobs 
with security, benefits, and the possibility for upward mobility) and 
secondary (primarily manual or informal contingent low-paying dead-end 
jobs with no security or benefits) segments in many industrialized countries. 
With little job security, few employment benefits, and poor working 
conditions, employment in the small-scale collective units and other informal 
sector activities is largely rejected by urban youths, who would rather endure 
a lengthy waiting period to obtain a job in state firms than to accept 
undesirable assignments (Jefferson and Rawski 1992). This job-search 
behavior among urban youths partly reflects the greater freedom they now 
enjoy in making their own employment decision (Li and Hu 1991; Ye 1989). 

State-owned units and the large collective enterprises have also been 
granied greater autonomy and flexibility in financial management, worker 
recruitment, and the use of incentives to attract those most qualified (Gray 
and White 1982; Johnson 1988). The greater autonomy of state firms, 
including the right to retain and to use a portion of their profits, has been 
associated with increasing cost-benefit calculus in the management (Byrd 
1991; Solinger 1995). This has understandably motivated many state-owned 
firms to hire workers on temporary basis, offering no job security and very 
limited employment benefits as they pursue the goal of cost-saving (Solinger 
1995). 


Xiushi Yang 15 


Like jobs in the informal sector, this type of temporary employment is 
often rejected by urban residents because of the lack of job security and 
employment benefits, forcing many firms to look for migrant workers who 
are willing to fill the vacancies. Meanwhile, the hiring of tempe:zry or 
contract workers based on employers’ needs and workers’ qu<iifications 
rather than urban household registration has been sanctioned through a series 
of government regulations (Wilson 1990). Thus for the first time in four 
decades, the legal barriers to an open urban employment system in both the 
private and state sectors have been considerably reduced. 

Concurrently, reforms in rural areas have dismantled a considerable 
portion of government control of agricultural production and substituted 
individual incentives and decision-making. | Under the household 
responsibility system, land is allocated and cultivated by individual 
households under contract; non-agricultural activities, including cottage 
industries, are promoted; peasants are allowed to keep the sideline products’ 
as well as the balance of basic agricultural production under the contract and 
to use them in their own way. These policy changes have offered rural 
peasants a greater incentive to maximize their production. This more 
efficient household-based organization of agriculture and sideline production 
has resulted in hundreds of millions of rural surplus workers (Taylor 1988; 
Xie and Chen 1990; Xu 1988). 

Being aware of the pressure of rural surplus labor, one development 
priority since reforms has been to promote rural township and village 
industries of collective or private ownership as a major means of absorbing 
rural surplus labor locally. This policy orientation is clearly reflected in the 
development slogans, such as “leaving the land without leaving the 
countryside” (iitu bu lixiang) and “entering factory without entering the city” 
(jinchang bu jincheng). Consequently, rural township and village industries 
have grown rapidly and played an increasingly important role in rural 
development. By 1992, the township and village industries employed close 
to 25 percent of the rural labor force and contributed to more than SO percent 
of the total rural social output (SSB 1993). Despite the success of rural 
industrialization since 1978, the ability of township and village industries to 
absorb rural labor may be limited (Wang and Wu 1990; Yang 1994). 
Research has actually found that the development of rural township and 
village industries tends to increase rural out-migration (Liang and White 
1994; Yang 1994). 

Thus a cornbination of urban youths’ rejection of temporary employment 
in some sectors and the availability of rural surplus labor to fill the vacancies 
has led many working units to hire migrant workers from rural areas, 
although often on a temporary contract basis (Solinger 1995). The labor 


shortage in some urban sectors is likely to worsen as the number of urban 
youths entering the labor force shrinks because of the rapid fertility decline 
in the last two decades in urban areas. 

Rural-urban labor iigration has been further facilitated by the 
proliferation of urban free markets, which makes it possible for migrants to 
live outside the government allocation (ration) system (Yang 1993). Not 
surprisingly, rural-urban temporary migration has been increasing rapidly. 
Being highly selective of young adult males with better education (e.g., 
Banister 1987; Goldstein et al. 1991; Goldstein and Goldstein 1991; Yang 
and Goldstein 1990), the out-flow of rural peasants in large numbers has 
adversely affected agricultural production in rural areas. Particularly, the 
availability of non-agricultural employment, presumably more prestigious 
than agricultural one, in both local or nearby urban areas has been blamed 
for the increasing feminization (nuhua) of agricultural production (Barrett et 
al. 1991; Christiansen 1992; Taylor 1988). The increasing rural-urban labor 
force migration has also affected the labor force profile in places of urban 
destination. 


LABOR FORCE CHARACTERISTICS 


Despite the remarkable achievement in fertility decline and slowing 
population growth in the iast two decades, the labor force in China continued 
to grow at an unprecedented rate as a result of high fertility in the 1950s and 
1960s. In 1990, there were 755 million persons aged 15 to 64, which 
represented an increase from 617 million in 1982, the year the last census 
was taken. The annual growth rate of this working age population group 
during the intercensal period was 2.56 percent, which was almost double the 
annual growth rate of the total population (1.48 percent) during the same 
period and higher than some projected annual growth rates between 1980 and 
1990 (e.g., Bauer 1990). 

As a result, the proportion of the working age population increased 
considerably from 61.4 percent in 1982 to 66.7 percent in 1990, but the labor 
force itself was characterized by a young age structure. The median age of 
the labor force in 1990 was 31.5 years, which was lower than many countries 
in the region (cf., Bauer 1990: Table 3). Among the working age 
population, 84.1 percent were employed. If students, the disabled, ar.d those 
who were not actively looking for jobs are excluded from the working age 
population, the percentage employed would be 98.5 percent. It is evident 
that the labor force in China in 1990 was characterized by a high 
employment rate and relatively young age structure, but this national picture 
disguised considerable differences between urban and rural areas. 
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Age Structure 


The age structure of the current population in China reflects not only the 
population processes in the past, but also the direction of future population 
change. The age pyramids in Figure 2.1 indicate clear differences in age 
age pyramid is characterized by a shrinking base. The largest cohort group 
in both cities and urban towns in 1990 was in the age interval between 20 and 
29, most of whom were already employed (86.5 percent in cities and 85.4 
percent in urban towns). The share of urban cohorts that will start entering 
the labor force in the 1990s will be much smaller. The size of the urban 
population (city and urban town together) aged 5 to 14 was in fact only 64.3 
percent of the size of the population aged 20 to 29, the two largest five-year 
cohorts in cities and urban towns. Therefore, the peak demand for 
employment among the urban population is basically over. 

In rural areas, by contrast, the largest cohort group was found in the age 
interval between 15 and 24 years of age. Among them, over one third of 
persons 15 to 19 years of age were not employed in 1990, which translated 
into over 25 million rural youths. Although there seems to have some relief 
as the cohorts between 5 and 14 years of age were smaller in size, the relief 
is likely to be temporary and only to be followed by even larger cohorts who 
were under 5 years of age in 1990. Consequently, the rural labor force will 
continue to grow and that there is no sign of long-lasting relief in sight. 

Two factors have contributed to the sharp contrast in age structure 
between rural and urban populations. They are the rural-urban fertility 
differential arid rural-urban migration in the past, the latter of which will be 
discussed in the next section. The fertility decline started earlier and has 
been faster in urban than in rural areas (e.g., Johnson 1994: Table 1). In 
1989, the total fertility rates were only 1.53 and 1.62 for city and urban town 
women, respectively, while in rural areas it was 2.54. Thus each woman in 
rural China bore one more child than her counterparts in urban areas. 

The different fertility behavior between rural and urban populations has 
resulted in a much younger population in rural areas rather than in urban 
areas. In 1990, the median ages for city and urban town populations were 
27.3 and 26.2 years, respectively, as compared to only 23.8 years for the 
rural population. The median age of the labor force, however, did not vary 
very much, being 32.1 and 31.4 years of age in cities and urban towns, 
respectively, and 31.0 year of age in rural areas. This suggests that the 
rural-urban fertility differential has not vet had its full impact on labor force. 
The median age of the labor force in urban areas, however, is expected to 
increase rapidly in the coming decades as the smaller younger-age cohort 
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groups enter the labor force. As a result, we will see an increasing rural- 
urban difference in median working age in the near future. 

The aging of labor force in urban areas is believed to promote urban 
productivity growth initially as the proportion of the most productive segment 
of the labor force—between 25 and 44 years of age—increases (Bauer 1990). 
The employment prospects for urban youths are promising as the number of 
urban natives looking for jobs declines, which may make urban youths even 
more selective in their job searching. Labor shortages in some urban 
sectors, however, are inevitable, and these can only worsen as the urban 
economy undergoes further structural and icchnological changes. In 
addition, Chinese cities will soon experience problems of an aging 
population, as the baby boomers of the 1960s start retiring in the second 
decade of the next century. 

In rural areas, by contrast, a rather moderate decrease in the number of 
rural youths entering the labor force in the coming years will be followed by 
an increase of similar, or even greater, magnitude in the first decade of next 
century. While the rural labor force grows, the area under cultivation will 
decline, leading to a progressive decline of the land/labor ratio in rural 
China. Estimates of rural surplus labor vary, but most believe that the rural 
surplus reached well over 100 million rural peasants in the 1980s, or about 
30 percent or more of the total rural labor force a’ that time (Taylor 1988). 
In 1990, rural surplus labor was estimated as high as 136 million (Yang 
1992). The labor demand in agricultural production is almost certain to 
decline further as agricultural productivity increases. In particular, a new 
pattern—a gradual consolidation of land to specialized farmer households and 
a transition of agricultural production from the current decentralized, small- 
scale household activity to centralized, large-scale specialized 
production—has been observed recently in some coastal provinces, such as 
Zhejiang, and it is likely to lead the direction of future agricultural 
production (Yang 1994). By virtue of reorganizing agricultural production, 
the development is expected to lead to even more rural surplus labor. The 
future job market for rural youths can be anything but promising. 

The challenge facing the Chinese economy is, therefore, how to absorb 
the hundreds of millions of surplus workers in rural areas. The labor 
shortage created in some urban sectors will help absorb some of the rural 
surplus labor, but, without substantial urban expansion, the extent of relief 
provided by urban economy may be very limited. Job creation in urban 
sectors has actually declined in recent years. For example, total new job 
placements in all urban sectors declined from 8.4 million in 1988 (SSB 1989, 
cited in Wilson 1990: Table 3), to about 7.9 million in 1990 and to only a 
little over 7 million in 1993 (SSB 1994). Of the 7 million new urban jobs 


created in 1993, about 1.9 million went to rural peasants, representing 
perhaps no more than 2 percent of the total estimated rural surplus labor. 


Educational Composition 


The educational composition of the labor force in Figure 2.2 shows a sharp 
contrast between urban and rural areas in China in 1990. In cities and urban 
towns, over two-thirds of the labor force had received at least a junior high 
school education, with close to one-third having received a senior high school 
or higher education. In rural areas, by contrast, close to two-thirds of the 
labor force had received only an elementary school education or less. While 
21.6 percent of the rural labor force was classified as illiterate in 1990, the 
corresponding percentages were only 8.6 percent and 8.5 percent in cities 
and towns, respectively. On average, urban labor force is much better 
educated than its rural counterpart. 

Several factors have contributed to the sharp difference in educational 
levels between the rural and urban labor forces. First, the lack of secondary 
schools in most rural areas has significantly limited the educational 
opportunities beyond elementary school. In 1990, for example, the school 
enrollment rates among children 6 to 11 years of age (about elementary 
school ages) varied slightly between urban and rural areas: 83.1 percent and 
85.0 pe. cent in cities and urban towns, respectively, compared to 80.9 
percent ir rural areas. A considerable rural-urban gap in school enrollment, 
however, \vas observed among children 12 to 14 years of age (corresponding 
to junior high school ages): 90.6 percent and 89.9 percent in cities and urban 
towns, respectively, compared to 76.8 percent in rural areas. The difference 
was even larger among teenagers: close to 50 percent (48.1 percent in cities 
and 49.1 percent in urban towns) of urban youths 15 to 19 of years of age 
were still enrolled in school in 1990, but only 25 percent of their rural 
counterparts were still in school. The chances of rural residents obtaining an 
education beyond primary school in urban locations can also be reduced by 
the overall lower quality of education in rural areas as a result of poor 
physical facilities and less qualified teachers, most of whom are village- 
supported (minban) rather than state-salaried (gongban) teachers (Liu and 
Shao 1992). 

A second contributing factor to the educational differences between the 
rural and urban labor forces lies in the government policy that, until very 
an urban residence and urban job. As a result, most rural youths who have 
managed to enter college or vocational schools end up in urban areas after 


graduation, representing a further drain on the already low profile of human 


Figure 2.2 Educational and Industrial Composition of the Working-Age Population in China, 1990 
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Source: SSB (1990). 
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capital of the rural labor force. A third factor is that the value of formal 
education has traditionally not been appreciated by the rural population. 
Economic reforms in rural areas have given farmers further incentives to 
remove their children from school as soon as they are old enough for 
productive activities (Taylor 1988). it was estimated that rural youths on 
average entered the labor force 2.3 years earlier than their urban counterparts 
(State Economic Planning Commission 1992). 

The lower educational profile of the rural labor force is not only 
detrimental to agricultural production in the long-term, but also a major 
obstacle to rural-urban labor force transfer. As market mechanisms 
gradually replace or coexist with government assignments in recruiting new 
workers in most urban sectors, educational and related qualifications will 
become increasingly essential in securing a decent job. The lack of education 
can severely limit rural peasants’ ability to compete in urban job markets and 
restrict their employment mainly to the informal sector. Improving the 
educational level of rural peasants, therefore, becomes crucial for a smooth 
rural-urban transition of the hundreds of millions of rural surplus labor in 
China (Yang 1992). In preparing rural peasants for urban jobs, short-term 


vocational or technical programs that are quick in responding to the needs of 
the rapidly changing economy would be particularly cost- and time-effective. 
Equally important are efforts to train and retain a productive agricultural 
workforce to meet China's rising food needs. 


Industrial Composition 


In 1990, the industrial composition of China's labor force followed a 
traditional pattern, characterized by the highest percentage of employment in 
the primary sector (72.0 percent), followed by that in the secondary sector 
(15.2 percent) and in the tertiary sector (12.8 percent). Although the share 
of tertiary sector employment in 1990 represented a 1.83 percentage point 
increase over that in 1982, it was still far below that in many other Asian 
countries due primarily to China's anti-service bias (Jefferson and Rawski 
1992). 

The right panel of Figure 2.2 shows that urban areas had significantly 
higher percentages of employment in the secondary and tertiary sectors than 
rural areas. The highest percentage of tertiary sector employment was found 
in urban towns, where 45.6 percent of the labor force were engaged in 
tertiary industries in 1990. The greater share of employment in the tertiary 
sector in towns rather than cities is partly attributable to the fact that urban 
towns were the first urban places where the residence restrictions were 
removed in 1986 and where rural peasants could live and work without the 
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urban household registration, provided they could support themselves (Zili 
Kouliang Renkou). This, along with the greater proximity of urban towns to 
rural areas, has attracted more small business investment from rural 
peasants. Most of these small private businesses are in the tertiary sector in 
activities related to personal services, restaurants, and petty retail sales, 
which have few barriers to entry and require little start-up capital. Their 
development in turn leads to a greater share of tertiary industry in urban 
towns. 

of economic reforms, a majority (88.8 percent) of the rural labor force was 
still engaged in agricultural production in 1990, according to the census data. 
However, information from the Statistical Yearbook reveals that rural 
industries employed 92.65 million workers in 1990, accounting for 21.6 
percent of the total rural labor force in that year (SSB 1993). Two factors 
may have contributed to the discrepancy between the census and statistical 
yearbook data. First, the census counted the long-term rural-urban 
temporary migrants (over a year) in the location of their urban destination. 
But many of the migrants, particularly those sponsored by townships or 
villages, such as construction teams, are considered members of their home 
communities in the annual statistics contained in the statistical yearbook. 
Second, the census information on rural industry may have been affected by 
the economic restructuring in 1989 because rural industries were particularly 
vulnerable to economic downsizing. For example, the number of township 
and village enterprises fell by 195,000 and the number of workers in rural 
industries fell by 1.8 million in 1989 alone (Sun and Wu 1992). Thus this 
portion of census data may have underestimated the actual magnitude of 
employment generated by the township and village industries. 


SELECTIVITY OF LABOR FORCE MIGRATION 


One of the most important contributing factors to the spatial difference in 
labor force composition is labor force migration. Unlike fe: tility, which 
affects mainly the age distribution of the labor force over a long period of 
time, labor mobility can change in a fairly short period of time many aspects 
of the labor force in the places of both the origin and destination of the 
migrants. The extent to which labor force migration affects labor force 
composition depends on the degree of migration selectivity with regard to 
age, sex, education, and occupation. The analysis here and in the next 
section uses data on the long-term temporary (over one year) out-migration 
in Zhejiang Province (Zhejiang Census Office 1992), which provide detailed 
information on individual characteristics. Long-term temporary migration 
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is more responsive to market forces than permanent migration and is 
becoming the dominant migration stream in China.‘ In 1990, for example, 
long-term temporary migrants, though only a small percentage of total 
temporary migrants, already out-numbered the permanent migrants in 
interprovincial movement (6.3 million versus 5.5 million nationwide). 


Age 


Figure 2.3 shows the age-specific probability of migration. The curves are 
characterized by a single peak in the age interval between 15 and 30 years of 
age. Considering that a typical age-migration curve often has two or three 
peaks (one for under 5 years of age and one for over 65 years of age, in 
addition to the one between 15 and 30 years of age), the age-migration 
patterns observed here suggest that migration in 1990 was predominantly 
labor force migration (i.e., for economic reasons). The predominance of 
labor force migration was particularly pronounced for men, of whom the 
age-specific probability of the overall migration was almost identical to that 
of labor force migration. By contrast, a considerable proportion of female 
migrants were moving for non-economic reasons, as suggested by the 
considerable gap between the two lines. 

The peak migration rate in the age interval between 15 and 29 years of 
age has led to a heavy concentration of migrants in that age interval. The 
shape of the age pyramids of migrants in Figure 2.4 stands in sharp contrast 
to those shown earlicr for the general population in Figure 2.1: 51.2 percent 
of migrants were 15 to 29 years of age in 1990, compared to 31.6 percent, 
33.0 percent, and 30.6 percent of the city, town, and rural populations, 
respectively. Moreover, while the age pyramids in Figure 2.1 are basically 
balanced in terms of male and female composition, those for migrants, 
especially the one for economic migrants (the lower panel of Figure 2.4), are 
heavily skewed toward males. For almost every age group, males 
outnumbered females in long-term temporary migration in general and in 
temporary economic migration in particular. 

For the long-term temporary migrant population, the median age was 
24.5 years and the median working age was 26.1 years. Recall that the 
median ages were 27.3, 26.2, and 23.8 years, and that the median working 
ages were 32.1, 31.4, and 31.0 years for city, town, and rural populations, 
respectively. The overall migrant population was as young as the rural 
population and much younger than the urban population. The working age 
migrants were, however, much younger than the working age population in 
both rural and urban areas. In the most extreme case, the median working 


Figure 2.3 Age-Specific Probability of Out-Migration, Zhejiang Province, China, 1990 
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Source: Zhejiang Census Office (1992). 
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age of temporary migrants was 6 years younger than the working age 
population in cities. 

Labor force migration can, therefore, rejuvenate the labor force in 
(urban) receiving areas while aging that in the (rural) sending areas. A 
combination of selective destinations of rural-urban migrants and their heavy 
concentration in particular age intervals suggests that the impact of labor 
migration can be very significant on selected age groups in the major urban 
destinations. For example, the capital city of Zhejiang Province, Hangzhou, 
received 138,742 long-term temporary migrants in 1990, accounting for 21.5 
percent of the province's total intraprovincial migrants. Of them, roughly 
30,000 were 20 to 24 years of age, accounting for 18.3 percent of the city’s 
resident population in the same age interval. Considering that the long-term 
temporary migrants arc perhaps only a smal! proportion of the total 
temporary migrants, the actual impact of labor force migration on the labor 
supply in selected age groups in major urban areas could be even more 
dramatic than the data here suggest. 


Sex 


As in many other developing countries, migration in China is highly selective 
with regard to men. The sex ratio (men to women) of the total long-term 
temporary migrants in Zhejiang in 1990 was 145.5 and that of the 
interprovincial permanent migrants nationwide was 142.0. Both were 
significantly higher than the sex ratio of 106 for the general population in 
1990. The age-patterns of sex ratio in Figure 2.5 show, however, that men 
are overrepresented in migrant populations only within the working age 
interval, indicating men’s deeper involvement in labor force migration. In 
fact, a sex ratio of 213.5 among long-term temporary economic migrants 
suggests that, for each female economic migrant, there were more than two 
male economic migrants. If economic migrants are excluded from the 
migrant population, the sex ratio of the remaining long-term migrants would 
be only 68.7, suggesting that men are otherwise less mobile. 

Therefore, the selectivity of men with regard to migration reflects no 
men and women are more or less equally engaged in gainful employment in 
China, especially in the age interval that is most prone to migration,’ work 
away from home apparently remains largely a men's venture. Moreover, 
men’s dominance in economic migration increases with age as sugeested by 
the increasing sex ratio. For example, in the later working age years, the sex 
ratio of economic migrants approached 400. However, the jobs in some 
sectors where many migrant workers are employed, such as construction and 


Figure 2.5 Sex Ratio by Age and Migrant Status, Zhejiang Province, China, 1990 
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transportation sectors, require physical strength and endurance, which has 
favored men. But even in the commerce and service sectors, in which 
women are traditionally more deeply involved, male migrants outnumbered 
female migrants by a margin of 137 to 100. 

Other factors have also played a role in discouraging women from 
working away from home. First, the greater familial responsibility of 
women makes them less able to participate in economic activities that involve 
a physical separation from family. Second, social and cultural norms have 
often made it more difficult for women to travel alone. Third, and perhaps 
more importantly, market transition has weakened the institutional guarantee 
for gender equality. Increasingly governed by market forces and driven by 
cost-saving and profit-making considerations, many private enterprises as 
well as state-owned ones have shown reluctance in hiring women. In fact, 
measures are being taken to reduce female employees’ job tenure by granting 
longer maternity leave with reduced pay and by encouraging their early 
retirement (Wilson 1990). Market transition evidently has not worked in the 
favor of women. 


Education 


Figure 2.6 shows the education-specific probability of long-term temporary 
out-migration in Zhejiang in 1990. For both males and females, regardless 
of reasons for migration, the highest probability of out-migration was found 
among those with a junior high school education, followed by those with a 
senior high school and those with an elementary school education. For 
example, the out-migration rates (per | ,000 population) were 53.8, 44.0, and 
38.0 for males with junior high school, senior high school, and elementary 
school education, respectively. The corresponding rates for females were 
40.6, 31.3, and 31.7. Neither college graduates nor illiterates were as 
mobile as those in the middle of the educational distribution. Moreover, 
migrants with more education were more likely to move for non-economic 
reasons as suggested by the greater difference between the bars for overall 
out-migration and those for labor force out-migration by the better educated. 
The apparent inverse U-shaped relationship between the probability of long- 
term temporary out-migration and a person’s level of education stands in 
sharp contrast to that of permanent migration, the probability of which often 
increases monotonically with educational level.° Particularly striking is the 
finding that persons who have completed a four-year college education had 
the lowest probability of out-migration, only 14.2 and 11.4 per 1,000 
population for males and females, respectively. 


Figure 2.6 
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Overall, males were more mobile than females at every level of 
education. The only exception was among those with 2 to 3 years of college 
education, where females showed a higher probability of overall out- 
migration than their male counterparts. The sex difference in probability of 
long-term temporary out-migration was more pronounced in economically 
motivated than other types of migration. The patterns confirm the finding 
that, compared to their female counterparts, males are particularly active in 
labor force migration for reasons discussed earlier. 

The educational pattern of long-term temporary migrants suggests that 
the increasing labor force mobility in contemporary China, often in the form 
of non-permanent movements, is less selective with regard to formal 
education than in the case of permanent migration. On the one hand, the 
market transition has increasingly diversified the employment structure, 
which in turn has opened the job market to a greater segment of the 
population with different educational backgrounds. In particular, temporary 
jobs and jobs in the informal sector, where the majority of labor migrants are 
employed, are usually less demanding in terms of formal education. On the 
other hand, college graduates are avoiding temporary jobs because they can 
obtain better, permanent jobs and thereby move permanently. Thus the 
combination of the two factors has enabled more and more rural peasants 
with not too much education to respond to the changing urban labor market. 

But the concentration of long-term temporary migrants in the middle of 
the educational distribution suggests that labor force migration in 
contemporary China is not selective with regard to those at the bottom of the 
educational distribution either. Some minimum education is still important 
for urban jobs, even in the informal sector. Given the great diversity in local 
dialects across geographic locations in China, the ability to speak Mandarin 
(putonghua), which is often acquired through formal education, becomes 
absolutely critical in rural peasants’ ability to respond to and survive in non- 
local urban markets. 

Recall that only about one-third of the rural labor force had received 
more than an elementary school education in 1990. Since 85 percent of the 
migrants originate from rural areas and close to 5O percent of them have 
received more than an elementary school education, the out-flow of long- 
term temporary labor migrants, who may not be as well educated as the 
urban labor force, can represent a real human capital drain on the rural labor 
force they leave behind. Unless measures are taken to counteract the “brain 
drain,” agricultural production may be affected adversely in the long run as 
a result. 


Figure 2.7 presents the occupational profile of the long-term temporary out- 
migrants and the urban residents in Zhejiang. Compared to their urban non- 
migrant counterparts, long-term temporary economic migrants were heavily 
concentrated in construction, commerce, and service sectors: 58 percent of 
economically motivated long-term temporary migrants were engaged in 
construction, commerce, and service activities; the corresponding percentage 
for urban residents was 33.9 percent. There is a sharp contrast, however, 
between male and female labor migrants in the!r economic activities in the 
places of their destination. For male migrants, they were particularly 
concentrated in the construction sector, which accounted for over 25 percent 
of the total male migrants; the corresponding figure for urban residents was 
only 3.4 percent. For female migrants, they were heavily engaged in service 
and commerce activities, accounting for 29.1 percent and 22.6 percent of the 
total female migrants, respectively; the corresponding percentages for their 
urban counterparts were only 13.4 percent and 13.3 percent, respectively. 

Thus, migrants and urban non-migrants are doing quite different jobs. 
Note that most jobs in the construction, service, and commerce sectors lack 
job security and stability and are characterized by poor working conditions, 
low pay, and few benefits. They are often rejected by urban youths entering 
the labor force. The heavy concentration of migrants in these sectors suggests 
that migrant laborers are doing what has been left by urban residents. Their 
presence in urban areas presents neither a real challenge to urban residents 
nor a burden to the urban economy as far as employment is concerned. On 
the contrary, migrant workers are contributing to the economy in receiving 
areas by providing labor and services. 

The large investment in urban infrastructure since 1978 has led to 
booming opportunities in construction. The increasing demand for 
construction workers simply cannot be met with the available urban labor 
supply. For example, in 1990, the construction sector in Zhejiang had the 
highest proportion (76.1 percent) of employees who held an agricultural 
household registration among all non-agricultural sectors (ZPSB 1993). 
Migrant workers from rural areas have become critical to the timely 
completion of many urban construction projects. 

In addition to meeting the labor demand, migrants have also played an 
important role in improving both the availability and delivery of services in 
urban areas through self-employment. For many years, the anti-service bias 
in Chinese development policies led to the general underdevelopment of the 
service sector in urban areas. The lack of the provision of services was 
further exacerbated by a growing demand for services of all kinds among 
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urban residents. Thus a combination of lack of services and a pent-up 
demand for them in urban places created vast opportunities in retail trade, 
restaurant, and other personal services. These less skill- and capital-intensive 
business opportunities proved to be particularly attractive to rural peasants, 
about two-thirds of whom receive no more than an elementary school 
education. The proliferation of individual establishments (self-employment) 
in these sectors has no doubt played a critical role in improving the 
availability and delivery of services in urban China. For example, in 1990 
in Zhejiang Province, urban individual-establishments (sole \roprietors) 
accounted for 909,052 workers, or 67.1 percent of the total employees in 
retail trade, restaurant, and other service sectors, an increase from 54.9 
percent in 1985. Accordingly, the service population per worker (i.e., the 
total population divided by service sector employment) in retail trade, 
restaurants, and other personal services declined from 56, 326, and 297 
persons per worker, respectively, in 1985 to 44, 253, and 215 persons per 
worker, respectively, in 1990 (ZPSB 1993). 


CAUSES AND CONSEQUENCES OF LABOR FORCE MIGRATION 


This section examines briefly the community-level causes and consequences 
of rural labor force out-migration in China. The analysis relates out- and in- 
migration intensities and selected socioeconomic indicators at the county level 
in Zhejiang Province. In particular, the discussion focuses on the connection 
between rural labor force out-migration and the so-called feminization 
(nuhua) of agricultural production. Close to 90 percent of the population in 
all counties, including those county-level cities,’ in Zhejiang Province held 
agricultural household registration (the agricultural population) in 1990. 
Migration from and to counties can be reasonably considered migration from 
and to rural areas. 

The correlation coefficients presented in Table 2.1 show that the 
intensity of economic out-migration from a county (ECOOUT) is 
significantly negatively associated with the income level (INCOME) and 
land/labor ratio (RATIO) in the county, while that of in-migration to a 
county (IN) is significantly positively related to the two indicators. It is 
evident that labor migration in contemporary China follows the classical 
push-pull pattern: people leave areas with low income and low land/labor 
ratio and move to high income and high land/labor ratio areas. 

With respect to the connection between rural iabor out-migration and 
feminization of agricultural production, the correlation coefficients presented 
in Table 2.1 lend some support for that concern. Note that if we just look 
at the correlation between out-migration (OUT and ECOOUT) and the 


Table 2.1 Correlation Coefficients Between Measures of Migration and Selected Socioeconomic Indicators, 
Zhejiang Province, China, 1990 


Variable Definitions: 
IN -- Long-term temporary in-migration rate; INCOME .-- Per capita income among rural population; 
OUT -- Long-term temporary out-migration rate; RATIO -- Land/Labor ratio; 
EBCOOUT -- Long-term temporary economic out-migration rate; FEMEMP -- Overall female employment rate: 
FEMAG -- Proportion of female labor force in agricultural production; MALEMP -- Overall male employment rate. 
NONAG -- Propornon of rural labor force employed in township 

and village industnes. 


Note: * statistically significant at the 5% level and ** at the 1% level. 
Source: Author's calculations using data from Zhejiang Census Office (1992). 
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percentage of female labor force in agricultural production (FEMAG), the 
result does not seem to be in line with what we would expect. The negative 
correlation coefficient is significant at the 5 percent level, suggesting that as 
actually decreases. A closer look, however, reveals that there is indeed some 
kind of substitution of female labor for male labor in agricultural production. 

First, the very high positive correlation (.923) between the overall 
female employment rate (FEMEMP) and the proportion of women in 
agricultural production (FEMAG) suggests that female employment is 
overwhelmingly tied to agricultural production. Second, FEMEMP is 
positively related to the overall level of male employment (MALEMP), and 
both are positively related to the land/labor ratio (RATIO). Third, the 
significant positive correlation (.414) between FEMAG and the proportion 
of rural labor engaged in non-agricultural activities (NONAG) indicates that 
increasing availability of non-agricultural opportunities is associated with 
greater involvement of females in agricultural production. By simple 
deduction, men’s involvement in agricultural production decreases as non- 
agricultural opportunities become increasingly available. Finally, the 
correlation between the overall employment rates for men (MALEMP) and 
NONAG is not significant, but that between MALEMP and RATIO is 
significamt and positive (.304). This suggests that the overall level of 
employment among the male population is not related to the availability of 
non-agricultural opportunities; it is largely determined by the availability of 
agricultural opportunities. 

The above observations indicate that in rural China the level of female 
employment is largely determined by the demand for female labor in 
agricultural production, and female involvement in agricultural production 
in turn serves as either a supplement to or a substitution for male labor in 
agricultural production. When there is more land than the male labor force 
can handle, the female labor force is called upon to supplement the male 
labor force, which in turn increases the overall female labor force 
participation. When non-agricultural opportunities become available, it is the 
men who benefit first and who switch employment from the agricultural to 
non-agricultural sectors. Women are then called upon to fill the vacancies 
and substitute for men in agricultural production. 

In sum, there is some evidence of female substitution for male in the 
labor force for agricultural production. The increasing female participation 
in agricultural production is not so much a function of increasing rural out- 
migration, but more likely a function of overall rural industrialization, which 
does not affect the overall level of employment among men but offers them 
the opportunity for upward mobility. As men move away from agriculture 
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in response to the availability of non-agricultural opportunities, women will 
move in to substitute for men in agricultural production. 


CONCLUSIONS AND POLICY IMPLICATIONS 


Recent economic growth in China has been accompanied by an increasingly 
diversified employment structure and labor market. Also apparent is the 
growing rural-urban differential in labor force structure. In urban areas, the 
rapid and dramatic fertility decline since the late 1970s has resulted in 
decreasing numbers of urban youths entering the labor force. The peak 
demand for employment from urban population is almost over. But the labor 
force in rural areas continues to grow, and there is no relief in sight as rural 
fertility rates remain well above replacement levels. Therefore, the 
challenge in coming decades will be how to absorb economically the 
hundreds of millions of rural surplus workers being released from the land. 

The more promising job markets in urban places have resulted in the 
rejection by urban youths of jobs that carry no job security, few employment 
benefits, and poor working conditions. The combination of the lack of urban 
residents willing to work in some sectors and the readily available rural 
surplus workers willing to fill those vacancies has set the stage for rural- 
urban labor force migration. Rural-urban labor force migration is further 
facilitated by: (a) a series of government regulations legalizing the hiring of 
temporary or contract workers based on employers’ needs and applicants’ 
qualifications rather than urban household registration, and (b) the 
proliferation of urban free markets, which makes it possible for migrants to 
live outside the government allocation system. 

Not surprisingly, rural-urban labor migration that involves no change in 
shortage created in some urban sectors has and will continue to absorb large 
aumbers of rural surplus laborers, but realistically the extent of relief 
pruvided by existing urban facilities will be limited, particularly considering 
the huge reservoir of rural labor in China. In the long run, the absorption 
of rural peasants into the urban economy (other than the informal sector) is 
likely to be further retarded by the low human capital profile of the rural 
labor force, of which close to two-thirds receive no more than an elementary 
schoo! education. 

Will rural industrialization be able to absorb the rural surplus labor 
locally? Despite the remarkable achievement by rural township and village 
industries in absorbing rural labor, rural industrialization or any other rural 
development program alone is unlikely to be able to solve the problem of 
rural surplus labor. Moreover, a modern economy is certainly not 
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characterized by a large proportion of population living in rural areas and 
engaged in handicrafts or small-scaled, rudimentary industries. Nor is a 
modern economy characterized by a large proportion of the labor force 
employed in the urban informal sector. 

The policy implication is that while emphasizing rural development to 
help relieve migration pressure in the short term, efforts need to be made to 
facilitate the ultimate rural-urban transfer of labor force. First, policymakers 
should pay equal atten..vn to designing and implementing an “open door” 
investment policy to attract and streamline the capital accumulated in the 
private sector for productive expansion in existing urban centers, where 
infrastructure is relatively better developed and a greater economic efficiency 
is attainable. A similar policy should also be implemented to direct capital 
and rural industries to locations with favorable conditions to develop new 
(small) cities and towns down the urban hierarchy. Both policy options are 
designed to expand the urban economy and thereby to increase the capacity 
of urban areas in absorbing rural surplus labor. The challenge will be how 
to channel the capital flows and labor mobility. 

Second, efforts should be made to improve the educational and skil! 
levels of the rural labor force. To be realistic and time- and cost-effective, 
the priority should be given to the development and implementation of short- 
training and flexibility in responding to the increasingly diversified skill 
requirements in a rapidly changing economy. In the meantime, it i equally 
important to instill the rural population with the value of education so that 
peasants will actively seek and invest in vocational training as the main route 
to occupational mobility. The goal should be to prepare a growing segment 
of the rural labor force for employment beyond the urban informal sector. 
Only through a combination of the expansion of the urban economy and the 
improvement of occupational skills of the rural labor force will a long-term 
solution to economically absorbing the hundreds of millions of rural surplus 
labor become attainable. 

Rural-urban labor transfer involves more than economic absorption. As 
far as employment is concerned, labor force migration in contemporary 
China does not present a burden to the receiving urban areas because most 
of them either are filling the vacancies shunned by urban residents or are 
self-employed. Nonetheless, their presence in large numbers in cities have 
generated other concerns. On one hand, since many migrants do not have 
their officially registered one has created a loophole in administration. Local 
governments in the receiving areas have limited jurisdiction over and little 
incentive to regulate these “temporary” residents—it is not their business 
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because the annual evaluation of government performance normally concerns 
only those officially registered residents. Governments back in the village 
have no way of keeping track of the migrants. Consequently, temporary 
migrants have become a special segment of the population, which is largely 
free of government regulations as well as normative controls. In particular, 
temporary migrant status has become a means for some to evade the 
government family planning measures. Not surprisingly, their presence in 
cities has been blamed for recent increases in fertility, crime, civil disorder, 
and many other social ills. 

On the other hand, migrants’ very absence from official residence 
registration in the city makes them ineligible for most employment benefits, 
including job security, pension, and free medical service that is underwritten 
by the government. Temporary migrants are most vulnerable to labor abuse 
and mistreatment, which has arisen as companies increasingly seek to cut 
costs and maximize profits. Temporary migrants’ concentration in private 
exacerbates their situation. Reports of unpaid overtime work, poor working 
conditions, filthy living quarters, and on-job injuries are all on the rise, 
prompting growing concerns for issues pertaining to workers’ rights. 

Efforts have been made to regulate and to protect temporary migrants, 
such as the issuing of the Regulation for Family Planning Management of 
Temporary Migrants and the Provisional Regulations Governing Private 
Enterprises in the People’s Republic of China. The implementation of these 
measures and their effectiveness remain to be seen. But fine tuning and fully 
implementing appropriate regulations like these will directly affect the 
welfare of the ever growing temporary resident population in China, which 
in turn will be critical to maintaining social order and economic prosperity. 
It is, therefore, this area that deserves special attention from both scholars 
and policymakers. 

Finally, labor ¢ ton in contemporary China is highly selective 
with regard to you... |: adults. Although labor migrants on average 
receive no more education wan those in the urban labor force, they represent 
a “brain drain” on the already low educational profile of the rural labor force 
in China. Thus labor migration may lead to an aging, inferior, and feminine 
(laohua, liehua, and nuhua, i.c., samhua) \abor force in the agricultural 
sector, of which only the last was examined here duc to data limitations. 
While the evidence points to some substitution of women for men in 
to do with the overall rural industrialization than rural labor out-migration. 
More research in this area is needed to quantify the connection between rural 


40 Labor Force 2 ‘ics and Labor Force Misretion in Chi 


labor out-migration and the sanhua of agricultural production, which carries 


Notes 


1. The author would like to tank Fei Guo for providing tabulations of 
census data and Ping Deng for research assistance. 

2. According to the official definition in China, permanent migration is 
defined as the movement across administrative boundaries that is 
accompanied by a change of the migrant's official household registration 
from that of their origin to that of their destination, regardless of the duration 
of residence. Any movement that does not involve a change in the migrants 
official household registration is classified as temporary migration, again 
regardless of the duration of residence. In this paper, long-term temporary 
migrants are defined as temporary migrants whose move lasted one year or 
longer. 

3. According to China’s State Statistical Bureau, sideline production 
includes collection of wild plants, hunting of wild animals and fowls, and 
handicraft and other industnes concurrently run by farm hquseholds. 

4. See note 2 above for the distinction between temporary and permanent 
5. At the national level, employment rates among the working age 
population, excluding students and the disabled, in 1990 were 97.8 percent 
for men and 87.2 percem for women. Among persons 15 to 29 years of age, 
who dominated labor force migration in 1990, the employment rates were 
very close for men and women: 97 percent for men and 92 percent for 
women. The sex ratio of workers 15 to 29 years of age was 106, the same 
as for the general population. 

6. At the national level, the probability of imterprovincial permanent 
migration increases sharply from 0.6 per | ,000 population with no education, 
to 1.6 per 1,000 with junior high school education, 1.9 per 1,000 with senior 
high school education, 41.6 per 1,000 with 2-3 college education, and 177.5 
per 1,000 among those with a 4-year college education. Although the pattern 
based on interprovincial migration may have exaggerated the migration- 
regard to education, the positive relationsbip between education and 
permanent migration is beyond any doult. Other research has also 
confirmed the significantly positive impact of formal education on one’s 
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permanent migration in China (¢.g., Goldstein and Goldsteim 1991; Yang 
1993; Yang and Goldstein 1990). 

7. Most county-level cities were simply upgraded from the previously 
all jurisdiction areas under the previous counties. They are therefore not 
this reason, county-level cities are treated as counties. 
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3. EMPLOYMENT, SOCIAL SECURITY, 
AND ENTERPRISE REFORMS IN CHINA 


Under China’s centrally-planned economic system, the distribution and 
placement of the labor force was carried out by administrative means, 
according to labor quota plans worked out by the state; and workers were 
guaranteed lifetime employment. This labor allocation system was 
supplemented by enterprise-based social welfare and social insurance 
room for autonomous managerial decision-making concerning production or 
employment. These structures resulted in rigid labor markets and low 
industrial efficiency. 

Reforms of the employment, social security, and enterprise systems have 
been key building blocks of China's transition from planned to market 
economy and its opening up to the outside world. Since the mid-1980s, the 
central and local authorities have introduced a number of labor market 
regulations to promote employment reforms and a more market-based 
operation of the labor market. Many of the measures, however, have had 
been of a make-shift, experimental nature. The government is in the process 
of formulating a comprehensive Employment Promotion Law, which is 
expected to create a unified regulatory framework for the development and 
smooth operation of labor market institutions, policies, and processes. 

Reform of the social welfare system has focused principally on reducing 
the “social burden” of enterprises by shifting the responsibility of providing 
social facilities and services for workers from enterprises to the state, 
community, and individuals. The danger of reducing the social burden of 
enterprises in the interests of economic efficiency is, however, that it could 
lower the welfare of workers, particularly the more vulnerable ones. And 
workers have certainly become vulnerable, not only because of the loss of 
non-wage benefits but also because their “iron rice bowls” have been broken. 
As open unemployment and labor surplus have increased, concerns over 
worker insecurity and social instability have grown. Reform of the social 
insurance system is intended to complement employment and enterprise 
reforms and to provide at least a safety net for those adversely affected by 
the reforms. ' 

The establishment cf a modern enterprise system has been an integral 
aspect of economic structural transformation. Reforms have been introduced 
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rights and :«uancgement responsibilities that are able to compete in free 
markets. The reforms have concentrated on the state-owned enterprises 
(SOEs) because they have been the mainstay of the economy; they aim to 
define the status of the SOEs as independent legal entities, responsible for 
their own internal operations and economic performance. 

Given this background, the International Labor Office (ILO) has been 
providing technical assistance to the Chinese Ministry of Labor in the form 
of two major activities, a project on Active Labor Market Policies and 
another on Support for Social Insurance Legislation. ILO involvement in the 
two projects is meant to help ensure that the proposed Employment 
Promotion Law and the Social Insurance Legislation take account of 
international practices and experiences and incorporate international labor 
standards. This paper is based on information accumulated by the two 
projects, including specially commissioned studies, seminar papers presented 
by international experts and senior government officials, reports of 
assessment missions, and very recent data from an ILO/Ministry of Labor 
survey of 300 enterprises in five cities. 

The paper provides the context for the various reforms in China by 
highlighting the main labor market challenges in the process of transition, in 
particular the need to deal with immense and growing unemployment and 
labor surplus. It then describes the main employment, social insurance, and 
enterprise reform measures and regulations. The final part of the paper 
examines actual implementation and efiectiveness of these reforms and the 
outstanding problems, based mainly on the results of the enterprise survey. 
It should be pointed out that the paper deals mainly with what has been 
happening in urban areas; rural areas have been relatively neglected in the 
reform process. 


THE LABOR MARKET CONTEXT’ 


China faces immense employment problems because of continuous and 
severe labor market supply pressures in the form of large-scale rural 
underemployment, rising urban unemployment and labor redundancy; and 
growing income and social inequalities between different segments of the 
population. 

Between 1950 and the early 1990s, the population doubled, while the 
labor force almost trebled. Labor force growth has been due mainly to the 
rapid growth of the working age population, rather than to an increase in the 
participation rate. At the end of 1994, China’s labor force was 614.7 
million, out of an estimated working age population of about 740 million, 
resulting in a labor force participation rate of 83 percent (Table 3.1). With 


Table 3.1 China: Total Population, Working-age Population, Labor Force, and Participation Rate, 1952-1994 


Year Total Working-age Labor Working -age Labor Force as 
Population Population Force? Populanon % of Working- 
as % of Total age Population 

(mullions ) (mulhons) (mullions) Population 


574.8 267.1 211.1 i 79.0 
673.0 305.3 243.6 . na. 
1,016.5 566.8 456.7 . 0.6 
1,030.1 583.4 467.1 j 80.1 
1,043.6 601.6 484.3 ; 80.5 
1,058.5 621.1 301.1 80.7 
1,075.1 640.7 515.5 80.5 
1,093.0 656.1 $3.6 . 80.9 
1,110.3 669 6 546.3 , 81.6 
1,127.0 683.6 $57.1 81.5 
1,143.3 697.3 $71.2 . 81.9 
1,158.2 709.8 $87.2 j 82.7 
1,171.7 721.2 597.9 82.9 
1,185.2 na. 605.9 A. na. 
1,198.5 na. 614.7 a na. 


Notes:  “ Data include the social labor force plus the urban unemployed. 
n.a. = not available. 


Sources: SSB (1992; 1993) and Ministry of Labor, People’s Republic of China. 
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the working age population growing by about |! million a year over the past 
four decades, the job creation challenge has been phenomenal. And it will 
continue to be so, at least up to the turn of the century. Although the effects 
of the “one-child” family planning policy will be felt increasingly after the 
mid-1990s, it is projected that there will still be about 11.6 million new 
entrants to the labor force annually during the Ninth Five-Year Plan period 
1996-2000. The majority of these new job seekers will be in rural areas. 

Without a doubt, job creation is one of the main challenges for China. 
So far, the results have been impressive. Between 1980 and 1993, 95 million 
new jobs were created in urban areas, so that the total number of urban 
employed stood at 160 million in 1993, a 53 percent increase over 1980. In 
rural areas, the employed totalled 444 million in 1993, of which more than 
100 million were engaged in non-agricultural sectors. The proportion of the 
rural employed in non-agriculture was more than double that in 1980. 

There have also been remarkable changes in employment structure. 
Between 1980 and 1993, the share of the primary sector (mainly agriculture) 
in total employment declined from 68.7 percent to 57.4 percent, while that 
of the secondary sector (industry, mining, energy, and construction) 
increased from 18.3 percent to 22.4 percemt. The number employed in the 
tertiary sector increased by more than 120 percent over the thirteen year 
period to over 122 million in 1993, and the share of the tertiary sector in 
total employment rose from 13 percent to 20 percent. 

These changes in employment by sector have been paralleled by changes 
from a state-owned to non-state owned economy. Some 45 percent of the 
newly employed in urban areas were absorbed in non-state owned 
enterprises; individually owned (self-employment) and other private 
enterprises accounted for about 14.6 million workers in 1993. Employment 
in foreign and joint venture enterprises, non-existent prior to 1984, reached 
3.4 million in 1993 and is expected to continue to expand significantly. 
Employment in the township and village enterprises (TVEs) has almost 
trebled since 1980; by 1993, they employed over 113 million people or about 
a quarter of the rural workforce. 

In spite of these significant changes, labor supply has continued to 
exceed labor demand. The very large absolute numbers and the still growing 
labor force have resulted in an increasingly serious unemployment problem, 
certainly the most serious in the world in terms of the absolute numbers 
involved. Reform of the employment system to break the “iron rice bowl” 
also means that growing numbers in urban areas cannot automatically expect 
to be placed in jobs and to have job security for life. In 1993, 4.2 million 
were recorded as openly unemployed, an increase of almost 600 thousand 
over 1992 and the highest figure since 1982. The official estimate is that the 
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share of the total number of workers without jobs in urban areas reached 2.8 
percent (or about 4.8 million) by the end of 1994. The average length of 
unemployment increased from 4 months to 7 months, and the rate of 
reemployment dropped from 70 percent in 1989 to 57 percent in 1994. The 
problem of long-term unemployment has been exacerbated. The proportion 
of those unemployed for more than six months increased from 20 percent to 
50 percent over this period. 

By the year 2000, the open unemployment rate is expected to increase 
to 8 percent, although the target set by the government is 5 percent. For 
1996, the open unemployment rate is projected at 3.8 percent, higher than 
the official target of 3.5 percent.’ The forecast is that for the Ninth Five- 
Year Plan period 1996-2000, the total number of registered unemployed will 
reach some 17.8 million. This number will comprise those who lose their 
jobs in bankrupt enterprises, those whose employment contracts are not 
renewed, and also redundant workers who are “released into society” (i.c., 
the state-owned enterprises terminate their employment relationship with 
them, so that they are no longer responsible for these workers). 

The level of registered urban unemployment does not, however, reflect 
the actual unemployment situation. First, only those with a permanent 
residence permit in a city are officially registered as unemployed. Second, 
a very large section of the workforce is on forced (paid or unpaid) leave, are 
“waiting for jobs within the enterprise,” or are unregistered unemployed. 
The real unemployment level might already well be between 7 and 8 percent. 

In addition to open unemployment, there is a huge labor surplus in both 
rural and urban areas. In rural areas, the labor surplus is estimated at about 
120 million, and is expected to reach 130 million over the Ninth Five-Year 
Plan period 1996-2000. Given the extraordinary size, rural to urban labor 
mobility is understandably a sensitive issue in China. This paper will not, 
however, deal with the rural-urban migration issues. * 

Although the estimates vary, there ts general agreement that the problem 
of redundancy among the urban labor force is increasingly serious. The State 
Economic and Trade Commission, which is responsible for the enterprise 
reform program, estimates labor surplus conservatively at 15-20 )-:rcent and 
less conservatively at one-third of the currently employed workforce. The 
Ministry of Labor (based on a survey of several thousand enterprises in 30 
provinces, although the procedures and criteria for identifying redundant 
workers were not standardized) has an estimate of 10-12 percent of urban 
SOE employees, while other research institutions place the figure higher at 
20-25 percent. The State Statistical Bureau, based on a survey conducted 
among state-owned enterprises in December 1994, estimates that 20 percent 
of SOE employees are redundant. * Over the Ninth Five-Year Plan period, 
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the number of surplus workers in SOEs is expected to reach 15 million. 
Although labor surplus has normally been regarded as a phenomenon of the 
state sector, the 1995 ILO/Ministry of Labor survey revealed that labor 
surplus is prevalent among other property forms too (Lim, Sziraczki, and 
Zhang 1995). 

Among the unemployed and underemployed, there are certain subgroups 
that are particularly disadvantaged or vulnerable. They are also the ones 
most in need of social safety nets. Of the 4.8 million registered unemployed 
in 1994, 79 percent were young people between the ages of 16 and 25 years. 
In some regions, they represent more than 90 percent of the jobless. While 
school leavers and young people are finding it increasingly difficult to enter 
suitable employment, older workers are most likely to be redundant or to be 
laid off work. The problems of older workers are serious because of their 
generally lower levels of education and skills and the greater difficulties they 
face in redeployment. Other disadvantaged groups include women, the 
disabled, and ethnic minorities. Of the total unemployed, 60 percent have 
been female; the proportion of females among surplus workers is also high; 
and older women are especially vulnerable. In 1990, there were SO million 
disabled persons in China. As hiring practices have been relaxed in the 
employment reform process, enterprises have been refusing to accept 
disabled workers. In 1990, the labor force of ethnic minorities was 48.7 
million or about 7.5 percent of the national labor force. Since they live 
mainly in rural areas, they are concentrated in agriculture where they account 
for a large share of the surplus workers. Partly because their educational 
level is below the national average, they face difficulties in making inroads 
into other sectors, especially into industry. 


EMPLOYMENT REFORMS 


The Chinese government has introduced the Regulation on Labor Contracts 
(to reform the employment system from permanent status to a contract 
system); the Regulation on the Employment of Staff and Workers (to reform 
the recruitment system from one of administrative allocation of labor to give 
enterprises greater freedom and flexibility to select workers based on 
objective criteria), and the Regulation on Discharging Employees (to grant 
enterprises the power to dismiss workers). 


The Labor Contract System 


While the labor allocation system under central planning guaranteed job and 
income security or a lifetime “iron rice bowl” to workers, it was often 
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unrelated to economic requirements, restricted mobility and stifled 
competition and :fficiency among workers, and limited the autonomy of 
enterprises to hire or fire the numbers and types of workers required to 
enhance productive capacity. To do away with the “iron rice bowl” and to 
enhance the labor flexibility of enterprises, the government introduced a 
labor contract system in 1986. The introduction of labor contracting was 
accompanied by a somewhat greater scope for employee discharge and by the 
introduction of “waiting-for-employment” or unemployment insurance. 
These measures constituted a package representing a significant siep away 
from the provision of lifetime employment security. 

Under the labor contract system, new workers hired by state enterprises 
sign a contract for a specific period of time, and at the end of the contract 
there is no guarantee for reemployment. The provisions in the contract cover 
discipline, and penalties. The length of the contract varies between one to 
ten years, depending on the worker's skill level and training. The contract 
includes a probationary period of up to six months, during which it can be 
terminated by the employer. There are further provisions for termination, 
including violation of disciplinary standards by an employee, or enterprise 
reorganization or bankruptcy. 

When the contract system was first introduced, it applied only to new 
recruits in the state sector. Those previously hired as permanent workers 
continue to enjoy lifetime employment. Since the early 1990s, the labor 
contract system has been extended to those termed “temporary” workers 
under the old system.° The Regulation on the Recruitment of Peasant 
Workers Under the Contract System stipulates that peasants recruited for a 
period of more than one year should be covered by the contract system. 

Since the new Labor Law came into force in January 1995, the contract 
system has been extended to all enterprises. The Labor Law provides 
guidelines for the contents of contracts, allows the termination of contracts, 
and regulates the period of notice. The new provisions also include the 
possibility of permanent contracts after ten years of service with an enterprise 
and negotiations between employers and unions on collective agreements. 


Improving Inter-Enterprise Labor Mobility 


To change the rigid labor allocation system under central planning, the 
government has given enterprises and job s*kers more freedom in 
recruitment and job search. Under the previous system, enterprises were 
assigned workers by the authorities and they had little freedom to select, 
recruit, or get rid of workers according to their production needs or 


economic-efficiency criteria.’ The Regulation on Discharging Employees 
now gives enterprises the power to dismiss werkers. According to the 
regulation, there are five justified bases for dismsssing an employee: breach 
of labor discipline, bankruptcy of the firm, unsuitability of the worker for the 
job after a trial period, inability of the worker to resume duties even after 
medical treatment following a non-work related illness or accident, and the 
worker's imprisonment or conviction for a crime (Korzec 1992). 

Once assigned to an enterprise, Chinese workers previously remained at 
that workplace for decades, unless transferred by administrative decision to 
another job. With the reforms, there are now essentially three main channels 
for employment: workers can be assigned to an enterprise by the authorities; 
they can seek placement through employment services; or they can apply on 
their own for jobs in the state or private sectors or even go into self- 
employment. 

Another major obstacle to labor mobility has been the system of 
been a critical element of workers’ compensation in China. Workers are 
reluctant to change jobs because alternative housing is difficult to obtain. 
They are particularly reluctant to move from the state to non-state sector 
because private firms are not compelled to provide housing for workers. The 
non-wage benefits workers enjoy also include a range of social facilities, 
including hospitals, nurseries and schools, * health care, unemployment 
insurance, and pensions, ” as well as community services such as police 
based social benefits are a financial burden to employers, they serve, on the 
one hand, as incentives to workers to perform betier and improve 
productivity and, on the other hand, as disincentives to leave a job. A major 
factor underlying labor market inflexibility in China is that a worker who 
leaves a job stands to lose housing, pension, medical, and other social 
security benefits. 

To improve inter-enterprise labor mobility and reduce the “social 
burden” of enterprises, reforms are b-ing introduced to separate social 
benefits from the workplace by encouraging enterprises to divest themselves 
of the social facilities they currently operate and to separate the auxiliary 
units responsible for the social service functions from the enterprise. This 
is one of the main objectives of a recent enterprise reform experiment, 
initiated by the State Commission for the Restructuring of the Economy in 
late 1994. 


— ‘ 
Labor Surplus and Redeployment Policies 


A priority concern of the employment reforms has been to deal with the 
increasingly serious problem of labor surplus. Up to very recently, the 
government approach and the enterprise practice in coping with surplus labor 
was based on the concern for preserving social stability. Laying off 
redundant workers was restricted, while the responsibility for handling the 

The responsibility of enterprises for dealing with surplus labor was 
spelled out in the Provisions for Settlement of Surplus Labor, issued by the 
State Council in 1993. The guidelines recommended a menu of measures to 
employers, from which they could chose according to the needs of local 
circumstances. The recommended measures included: (a) finding suitable 
vacancies or Creating new, preferably service-oriented or tertiary sector, jobs 
for surplus labor within the enterprise; (b) redeploying redundant workers in 
enterprises newly set-up by the parent company; (c) training surplus workers; 
(d) encouraging women to take maternity leave up to a period of two years; 
(e) offering early retirement for those who are within five years of normal 
retirement age; (f) encouraging the resignation of workers; (g) terminating 
employment relationships before the expiration of contract, and (h) keeping 
remaining workers as “waiting-for-job unemployed” with reduced pay until 
they find a job in their current enterprise or elsewhere. 

The government further specified that: (a) surplus veteran employees 
with pension benefits and living allowance or they may resign and enjoy 
unemployment relief up to their normal retirement age, when they will 
switch to their pension entitlement; (b) those enterprises in the tertiary sector 
which absorb surplus workers may be granted a loan from the unemployment 
msurance fund, which could serve as start-up capital or be used to pay 
interest on commercial bank loans; and (c) those individual surplus workers 
who manage on their own to get redeployed may be awarded a one-time 
settlement allowance by their enterprise. 

In addition to the above methods, enterprises have resorted to other 
measures (Sziraczki and Twigger 1995: 15). For example, some enterprises 
contract out redundant workers to other firms; some offer unpaid leave to 
workers who want to take up temporary employment elsewhere; and others 
provide incentives for their redundant permanent staff to leave and set up 
their own businesses. At anothe: level, local governments, to facilitate the 
redeployment of surplus labor, often restrict recruitment from outside the city 
and sometimes instruct the enterprises to hire local redundant workers. To 
avoid closure of one loss-making enterprise and the associated redundancies, 
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local governments often order another thriving firm to merge with it, a 
practice that can unnecessarily burden or even rum a successful firm. 

Among the most popular methods has been the redeployment of surplus 
labor to newly established labor service enterprises (LSEs). The LSEs were 
first introduced in 1979 when China was facing massive unemployment 
pressures with the return of tens of millions of workers from the rural areas. 
Various ownership forms of the LSEs have evolved. Typically, the 
company (LSC), which then creates new firms and redeploys the redundant 
workers. The “mother” companies or sponsoring agencies that established 
the LSEs could be state-owned enterprises or collectives based on street 
organizations, party or government organizations, institutions, schools or 
military personnel, or groups of unemployed workers. The labor bureaus 
have also established LSEs; about 10 percent of all LSEs have been set up 
by labor market authorities. In addition to taking over surplus workers or 
providing employment for the children of existing staff of the sponsoring 
agency, the LSEs receive from their sponsoring agencies start-up capital, 
Start-up capital from their initial workers, who are gradually reimbursed as 
the enterprise earns profits. The LSEs may also receive bank loans, 
guaranteed by their sponsoring agency. Newly created LSEs enjoy 
preferential tax treatment. 

The government has introduced legislation '° to encourage the LSEs to: 
(a) focus on new tertiary sector activities, especially those combining 
improved technologies with the intensive use of labor; (b) shift to a 
shareholding system of o.wnership and distribute incomes according to the 
individual worl.er’s contributions to work and finance; (c) place all workers 
on a contract basis; (d) restructure their management and operating systems 
to make them more independent from their sponsoring ageacies and to 
improve efficiency: and (c) exploit joint ventures and international linkages. 
Measures are also in the pipeline to further promote the sound development 
of the LSEs through making available funds from unemployment insurance, 
tax deductions, and preferential bank loans. '' 

Since April 1995, the responsibility of enterprises for redeployment of 
surplus workers has been drastically reduced. The State Council issued a 
new directive concerning the implementation of the Reemployment Program, 
which emphasizes “mobilizing the initiative of the government, enterprises, 
and individuals” and which states that “the method of relying on enterprises 
to rearrange redundant employees will gradually be replaced by the 
regulatory mechanisms of the labor market in order to achieve employment 
through competition, with the state providing guidance and assistance” (Wu 
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1995: 12). The State Economic and Trade Commission, which is the agency 
responsible for enterprise reforms, has further spelled out that “the SOEs 
will no longer bear unlimited responsibility for lifetime employment of their 
workforce under the circumstances of a market economy. It must be made 
clear to workers that employment is the result of their own efforts, to which 
help from the government and enterprises are only complemeniary. 
Otherwise, it is hard to introduce a competitive employment mechanism. 
Meanwhile, enterprises should be allowed to lay off some of the redundant 
labor force into the labor market” (Deng 1995: 15). 


Labor Market Policies 


Efforts have also been made to improve labor market policies to mitigate the 
social cost of reforms and to facilitate efficient employment adjustment. The 
labor market policies include job creation schemes, training programs, 
measures for vulnerable groups, efforts to reduce labor supply, and measures 
to improve employment services. '” 

types of bridging policies, such as wage subsidies to enterprises in economic 
difficulties to prevent layoffs and subsidized employment programs to create 
temporary employment for the jobless. In a few cities and provinces, some 
insolvent firms in the process of restructuring receive employment subsidies 
to cover part of their training and wage costs up to a period of two years. 
Public works in the construction and repaiz of infrastructure have also been 
organized in some areas in response to unemployment. But it has only been 
in 1995 that official policy statements have begun to place importance on the 
job creation potentials of entrepreneurship training and self-employment in 
microenterprises. 


SOCIAL WELFARE AND SOCIAL INSURANCE REFORMS 
Reducing the “Social Burden” 


With the decentralization of management decisions from the government to 


enterprise managers and from the central to local governments, enterprise 
responsib,lity for the provision of housing, health care, and pensions for their 
workers became stronger. As the government transferred the responsibility 
to finance the benefits, in addition to the management and delivery 
responsibility, enterprises have borne a heavier burden. “This increase in 
enierprise responsibility combined with increase im their authority over 
resource allocation has led to greater differentiation of these benefits among 
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and within enterprises, as the main available means of compensation. While 
this has helped introduce incentives needed for economic growth, it has 
reinforced the ties between benefits and jobs with serious negative effects on 
the delivery of the services concerned and on the enterprise system” (World 
Bank 1994: 2). 

The system of enterprise-based social welfare has therefore been 
characterized by: (a) growing inequalities among and within enterprises in 
the provision of in-kind benefits (as well as in cash wages), whereas under 
the previous system there was little differentiation; (b) heavy financial 
burdens for the enterprises, '° especially as such social welfare expenditures 
have tended to grow faster than the overall growth of production and to 
levels far higher than those in countries at a comparable stage of economic 
development (World Bank 1994: 2); and (c) growing gaps between those who 
enjoy improved standards of services and those whose employers have been 
unable to provide them. For example, a group of “housing poor” has 
emerged who occupy accommodations that are less than half the target 
standards set by the government; they are not low-wage earners but rather 
employees of loss-making enterprises or non-profit agencies. Other negative 
consequences of the system are, as mentioned above, that it hampers 
voluntary labor mobility and severely restricts management and restructuring 
options on the part of enterprises. Social facilities and services siphon off 
large amounts of capital into non-production related purposes, hindering the 
efforts of the enterprises to improve efficiency. 

The government's recent attempts to separate social benefits from the 
workplace and to replace them by community or private provision should 
serve to reduce the sociai burden of enterprises and improve labor mobility. 
In some cases, community-based arrangements could be set up or public 
agencies could reassume responsibility, e.g., the Ministry of Health could 
take over the running of hospitals or health centers frum the enterprises, and 
workers, irrespective of where they work, could be entitled to more equal 
access. 

Housing Reforms. Under the old system, the government built and 
allocated housing to enterprises, which then assigned them to workers on the 
basis of job-related criteria such as performance, seniority, and rank, as wel! 
as needs related to family characteristics and actual space used. Typically, 
about 80 percent of housing in a city is owned and maintained by enterprises 
which rent them out to their workers at nominal rents. '* Workers commonly 
Stay on indefinitely (except to move to better accommodation or to change 
jobs), even after retirement; they may even pass on their apartment to their 
children. Where enterprises have actually sold housing to workers, they 
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have very heavily subsidized the sales, with the condition that should workers 
want to resell they can only do so back to the enterprise at the original price. 

Long-term financing for housing either for enterprises or for individuals 
is still in a nascent and experimental stage in China Previously, most 
enterprises purchased and maintained housing with funds set aside from their 
retained earnings or, although not sanctioned, even from accounts reserved 
for production and investment. Under the recent housing reform program, 
some attempts have been made to increase rents to bring them more in line 
with market rates, to enable enterprises to cover more of their costs and also 
to induce sales. So as not to penalize workers, the rent increases have been 
accompanied by some wage adjustments. Since the nid-1980s, workers have 
been allowed to buy homes. But mortgages are hard to get. The Industrial 
Commercial Bank of China, for example, will advance no more than 60 
percent of the value of a property. To increase the availability of financing 
for housing, the government is also resorting to trust arrangements 
(earmarked for housing) raised from enterprises and individual payrolls 
(World Bank 1994: 3-4). The housing fund is to be used to assist enterprises 
which are otherwise unable to acquire housing for their workers and to help 
to solve the problem of the “housing poor.” 

Measures have also been introduced to increase housing construction. 
In addition to housing development by individual enterprises for their 
workers, a few real estate development companies were established as 
subsidiaries of large SOEs and collectives in the mid-1980s. Now many such 
companies operate in most cities; they lease land frovr ‘he local governments, 
develop a supply pipeline and vigorously market the.1 products to enterprises. 
There has also been the growth of private rental housing for urban workers 
(including expatriates working in the foreign enterprises) who are able to pay 
market rents. In fact, there is now concern that investment in property 
development or speculation “ay have overheated; it was up by 96 percent 
between 1992 and 1993, as compared to 77 percent growth of investment in 
capital projects (EIU 1995b: 30). Much foreign investment, mainly from 
Hong Kong, has gone into property development especially along the 
Southern coast. 

Health Care Reforms. Social welfare reforms have also targeted the 
health and medical benefits system. Before reform, the government was 
responsible for health insurance, financed out of the general budget, for 
government employees or retirees, university students, and demobilized 
soldiers. Each enterprise was required to finance and operate its own group 
insurance providing coverage for both active and retired workers. The 
system had a number of serious problems, in particular the limited and 
uneven burdens on enterprises, and rapid cost escalation '° due mainly to the 


lack of cost containment measures and the fact that since workers were not 


required to co-pay they tended to overuse health care. 

The reform options aim especially to impose co-payment by individuals; 
implement various cost-containment measures; and encourage city-level 
pooling across enterprises for major medical expenses. For example, as of 
April 1, 1995, employers in Beijing are required to contribute to a new 
health insurance fund operated by the municipal government (IBIS 1995a: 
10). Employers must make monthly contributions equivalent to 6 percent of 
the average Beijing salary paid in the same month of the previous year. 
Employees are also expected to contribute | percent of average monthly 
income. The fund will provide reimbursement for serious illness or accident 
in excess of 2,000 yuan per month on a scale depending on the medical 
charges; and employers are expected to pay 70 percent of the remaining 
charges. The regulation applies to all employees, retirees, and employers, 
including overseas-funded companies. Those that do not participate will be 
fined. The reforms have ended free medicine in China; the health services 
now recover close to 90 percent of their costs (The Economist 1995: 71). 


Setting Up Social Safety Nets 


Reforms to strengthen the modern enterprise system and employment reforms 
to improve labor allocation, mobility, and productivity cannot be effective 
without a complementary and supportive social insurance system. At the 
same time, the aim of sharing responsibility for surplus workers by “the 
society, enterprises, and individuals” cannot be achieved without a 
nationwide and effective social insurance system. Social stability would be 
threatened in the process of transition if there are no proper social safety net 
measures for at least the most vulnerable population subgroups. 

The main aspects of the reforms, which have been taking place since 
1984, include expansion of the types of insurance coverage, establishment of 
pooled retirement plans, setting up of unemployment insurance programs, 
and reform of the medical care system (Lin 1994). Since 1991, the emphasis 
of the reforms has shifted to: (a) expansion of social security coverage to 
include all workers in public and private enterprises, so as to promote equal 
treatment and the mobility of labor in cities and industrial sectors; (b) 
promotion of the principle of combining individual and collective provision 
of social protection to cover old age, sickness, death, and other social risks; 
and (c) establishment of a partially prefunded social protection system, by 
which the required funds for meeting the increased demand for old-age 
benefits and for dealing with the future challenge of an aging population may 
be accumulated. 
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The reforms were initially introduced as experimental programs in 
selected areas, but especially since November 1993 they have been extended 
to a growing number of cities and provinces and to not only the state sector 
but also the collectives and foreign joint ventures. Guangdong, regarded as 
the “experimental lab of the country’s reforms,” introduced a new social 
security system in 1994 extending old-age insurance to 6 million employees 
(including | million already retired); industrial accident insurance to 5.4 
million; unemployment insurance to 4.2 million; and health and maternity 
insurance to almost | million. The Beijing city government has covered 2 
million employees by unemployment insurance and another 2 million by 
retirement pension schemes and has, since March 1995, set up a system of 
individual medical accounts (IBIS 1995b: 40). As official sources continue 
to stress progress and future plans affecting employee protection, it can be 
expected that foreign investors in China will be subject to additional financial 
and legal requirements. 

Pension Schemes. A multi-level pension insurance system is being 
implemented. The basic or general pension system is applicable to all 
enterprises covered by legislation, and is operated by the state. In addition 
to participating in the general pension scheme, prospering enterprises can 
also decide to set up supplementary schemes for their workers, so as to give 
them higher benefits. Those enterprises, such as private or foreign firms, 
which are not required by law to provide pensions can still set up their own 
autonomous schemes. Individual workers have been urged to establish 
pension fund savings accounts in banks. Also, private insurance companies, 
especially those in the southern coastal areas, have been doing a growing 
business in selling individuals old-age insurance policies. 

Under the 1978 Retirement and Disability Provisional Resolutions, 
coverage was limited to the state sector enterprises and “large” collective 
enterprises. Peasant contract workers in SOEs; employees in smail collective 
enterprises, in urban and rural township and village enterprises and in the 
private sector; the self-employed; and non-nationals in joint ventures were 
not covered. In the covered sectors, men over 60 and women over 55 (for 
white-collar salaried women, and 50 for blue-collar women) with 10 years’ 
continuous service qualify for periodic earnings-related old-age pension. 
Payments are made in cash out of the pension pool. The retirement age is 
reduced to 50 for men and 45 for women for those in work considered 
arduous or unhealthy. There is also provision for early retirement at age 50 
for men and 45 for women with 10 years’ continuous service, if they are 
totally disabled. 

Financing was by employers, while employees did not contribute. But 
recent reforms have encouraged individual contributions from all workers, 


initially at a rate of 3 percent of total wages to be gradually increased to 8 
percent. Enterprise contributions are therefore to be reduced. Currently, the 
pension fund is collected by different groups, ¢.g., the Ministry of Labor is 
responsible for managing the pension fund of employees in urban and 
township enterprises, the Ministry of Personnel for the pension fund of the 
state sector (although 11 ministries have set up their own pooling systems), 
and the Ministry of Civil Affairs for the pension fund in rural areas. Recent 
reforms have encouraged pooling of the pension fund; and many cities are 
now experimenting with pooled pension funds from all enterprises, state and 
private, with employees contributing a percentage of their wages. 

Unemployment Insurance. The regulations on “wait for employment 
insurance” (in effect, unemployment insurance) applying to state-owned 
enterprises were introduced in 1986 to provide income support for workers 
whose contracts were terminated, those dismissed for disciplinary reasons, 
and those laid off due to bankrupt or reorganized enterprises. In 1993, the 
unemployment insurance system was modified to extend the coverage to 
other categories of state-sector workers, ¢.g., workers whose enterprises had 
been merged with other companies or closed down temporarily or 
permanently. ht also extended unemployment benefits to permanen: workers 
as well as contract workers, thereby signalling the possibility of permanent 
workers being unemployed. Based on the 1993 resolution, the 
unemployment fund is raised via a payroll tax of between 0.6 and | percent 
of the wage bil! levied on enterprises. Resources are usually pooled at the 
county, district, or city level, although some provinces have adopted the 
practice of provincial pooling. 

The qualifying condition for the benefits is a one-year employment 
record immediately preceding unemployment. The actual unemployment 
benefits are not earnings-related. They are set at a level equivalent to |20 
to 150 percent of public assistance relief, as determined by the local Bureau 
of Civil Affairs (ILO and UNDP 1994). Unemployment compensation is 
payable up to one year if the employee has worked less than five vears and 
up to two years if he or she has worked five or more years. In addition, the 
unemployment insurance system provides free medical care and, in case of 
death of the unemployed, funeral grants and awards to dependent survivors, 
plus special assistance in hardship cases. The benefits are terminated under 
the following conditions: (a) expiration of benefit entitlement; (b) military 
service or permanent residence abroad; (c) reemployment, (d) refusal of two 
job placement offers without due cause; (¢) undergoing labor reform or being 
sentenced for criminal or civil offenses; and (f) filing fraudulent claims. 

The main purpose of the unemployment insurance system has been to 
relieve individual enterprises of full responsibility for their workers’ 
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redeployment by establishing funds that pool resources and share risks among 
enterprises. By doing so, the system is expected to enhance labor mobility 
and flexibility while maintaining a safety net for unemployed workers. But 
there are important gaps in the coverage of the unemployment insurance 
scheme. Currently, the regulations cover only permanent and contract 
workers in state-owned enterprises (temporary and casual workers and those 
contract workers of rural origin are excluded). 

The aim in the coming years is therefore to extend the unemployment 
insurance system so that all employees are covered; expenses are reasonably 
shared by the state, enterprises, and individuals; relief is closely related to 
have already experimented with the extension of unemployment insurance to 
all property forms and with resource pooling of the unemployment funds. 
Pending legislation also includes proposals for reducing the duration of 
benefits to no more than 12 months and for paying cash benefits at the same 
level as the provincial minimum wage. The proposed regulation will also 
require employee contributions to fund the program, with a contribution rate 
of about | percent of wages, excluding bonuses, subsidies and other 
items—this would help augment the tcad and also introduce an element of 
individual responsibility into the system. The next major step would be to 
include village enterprises, which employ more than 100 million workers, 
into the scheme. 

Linking Unemployment Insurance to Employment Creation—The 
Reemployment Project. At the end of 1993, the Ministry of Labor 
introduced a Reemployment Project which is intended to use the economic 
lever of unemployment insurance to not only provide income security to the 
long-term (more than six months) unemployed and workers whose enterprises 
have closed down or ceased operations, but also to promote their 
reemployment as soon as possible. Circular No. 150 issued in 1993 by the 
Ministry of Labor instructed all labor bureaus at the provincial and 
municipality levels that “the employment promotion allocation and the 
unemployment insurance fund should be actually used in employment work, 
helping the life improvement of unemployed persons and promoting 
reemployment.” 

Currently implemented on a pilot basis in 30 cities, the project offers 
vocational guidance and training for reemployment to those who have been 
unemployed for more than six months. The employment service agencies of 
the labor bureaus organize monthly vocational training courses to provide the 
unemployed information and advice on intensive job search, career 
opportunities, means of job-seeking, and assistance to draw up plans and 
measures to return to work. The unemployed who actively participate in 


these activities are given priority in job introductions, while those who do not 
participate without valid reasons could be denied unemployment benefits. In 
addition, those who pass the training examinations are charged a reduced 
training fee or are exempted or even given a special allowance. 

For those who have been out of work for more than 12 months, the 
employment service agencies arrange interviews and temporary placement 
or internships. They invite enterprises to have face-to-face interviews with 
the long-term unemployed and to try out these workers on a temporary basis 
for up to three months. During the trial period, the unemployment benefits 
of these workers could be given to the enterprises to wholly or partially 
subsidize wages. After the trial period, the enterprise can offer contracts to 
those found suitable for the needs of the enterprise. The long-term 
unemployed who do not attend the interview: without valid reason will cease 
to receive unemployment benefits. For those who have attended all the 
above programs but still fail to find employment, the project assists them to 
go into self-employment or to be assigned to the labor service enterprises set 
up by the labor bureaus. 

For the workers from enterprises that have closed down or ceased 
operations, the project offers unemployment benefits for three months. To 
qualify for the benefits, they are required to participate in one or several of 
the project programs for retraining, interviews, job try-outs, etc. Those who 
have participated but are unable to find reemployment can receive 
unemployment benefits for an additional three months. 

The project also involves consultation between the labor bureaus and the 
relevant government departments to ensure joint actions relating to the 
availability of funding allocations and tax benefits. Such preferential 
measures are meant to encourage and support enterprises in their efforts to 
absorb unemployed and redundant workers, or to assist workers to 
voluntarily enter self-employment. Unemployed or redundant workers who 
organize their own employment or enter self-employment can receive start-up 
capital through the payment of their unemployment relief entitlement as a 
lump sum. 


Employment and social security reforms cannot be divorced from enterprise 
reforms. In the course of moving from a planned to market economy, China 
has focused on the transformation of the SOEs into modern enterprises. The 
focus is on the SOEs, particularly the large and medium-sized ones, because 
they are the mainstay of the national economy. At the end of 1993, SOEs 
accounted for 20 percent of all industrial enterprises in the country, produced 
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53 percent of the nation’s total industrial output value, employed about 70 
percent of total industrial workers, owned 75 percent of total industrial fixed 
assets, and contributed 66 percent of the profit and tax payments of all 
industrial enterprises. '° They have also been providers of housing, health 
care, educational facilities, pensions and many other social benefits for some 
34.4 million workers in industry (SSB 1994: 94). 

But the SOEs face mounting problems and challenges, in terms of both 
their own internal operations and their competitive position vis-a-vis other 
types of enterprises. As explained by the Mir-ster of the State Commission 
for Restructuring the Economy (Li 1995: !7), “their status as independent 
legal entities has not been fully established; the operational mechanisms of 
enterprises, particularly large and medium-sized ones, have still not changed 
over to meet the demands of market competition; and they still shoulder 
heavy economic and social burdens and have not as yet reversed the trend of 
reaping low economic returns.” The SOEs have borne the brunt of the 
responsibility for mandatory or indicative production targets, job creation, 
public welfare, and social services, while at the same time they have 
contributed, through paying heavy taxes, to state revenue and state efforts to 
encourage collective, individual, private, and foreign investment. But in this 
process, they face increasing competition from the newer property forms and 
find it increasingly difficult to survive in the market economy. 
China's State Council therefore identified the deepening of enterprise reform 
as the focus of the economic structural reforms for 1995, with the major 
goals centering on establishing a modern enterprise system, delineating the 
property rights relationship of SOEs, making enterprises responsible for their 
own profits and losses, strengthening the internal management particularly 
of large and medium-sized enterprises, separating certain social and welfare 
aim is to enable the SOEs to be more competitive vis-a-vis the other property 
forms. 


IMPLEMENTATION OF THE REFORM MEASURES: REALITIES, 
EFFECTIVENESS, AND PROBLEMS 


The sections above described the reform regulations and programs. In this 
final section, we examine their actual implementation and effectiveness, and 
the problems and weaknesses encountered. We draw mainly from the results 
of an ILO/Ministry of Labor survey of 300 industrial enterprises in Beijing, 
Shanghai. Guangzhou, Tianjin and Shenyang conducted in February/March 
1995. 
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The contract system was expected to improve labor allocation, reduce 
underemployment, and increase labor productivity. Yet, many enterprise 
managers indicate that the system has not fundamentally altered labor- 
management relations, despite the large change, at least on paper, in job 
security. To retain skilled workers, managers often offer very long-term, 
even lifetime contracts (Sziraczki and Twigger 1995: 9-11). For example, 
the ILO/Ministry of Labor survey found that of the total employed in the 300 
surveyed establishments, only 37 percent were fixed-term contract workers 
and that almost two-thirds of the workforce in the state-owned sector were 
permanemt. Th survey findings reflect the picture for the country as a 
whole; national statistics show that contract workers accounted for about one- 
third of total employment in the SOEs in 1993. 

Although the contract system is now supposed to cover peasant workers, 
many, if not most, of them are recruited in urban areas for less than one 
year. When such temporary workers do have contracts, their contracts do 
not entitle them to the same status or benefits as those accorded to the 
contract-system workers. Therefore, while the contract system is reducing 
the segmentation of the labor market and making it more competitive, a 
certain degree of duality remains and different groups of workers continue 
to have unequai rights and access to employment and protection, partly due 
to rural-urban mobility restrictions. 

At the exit end of *he employment process, the freedom of managers, 
especially of the SOEs, in laying off workers who are either unsatisfactory 
or redundant is still restricted. Therefore, the vast majority of contract 
workers are offered reemploymen’ at the end of their contract. The overall 
turnover rate in the survey was only 7.7 percent, with the largest group of 
job leavers taking retirement. In addition, rigid job definitions and work 
rules and traditional employment practices remain essentially untouched by 
the contract system. 

In spite of the Regulation on the Employment of Staff and Workers, the 
survey found that the labor allocation system remains rigid, especially for the 
SOEs and regardless of the economic performance of enterprises (Figure 
3.1). Of the new recruits, more than 40 percent were assigned to the SOEs 
by local authorities, and another 23 percent were transferred from other 
enterprises. The assigned workers are normally demobilized soldiers and 
graduates from technical colleges and universities who have not been able to 
find their own jobs. '* The LSEs also have limited labor flexibility; they 
receive their new workers mainly through internal labor markets from their 
parent companies: 54 percent of the new recruits in LSEs were surplus 


Figure 3.1 Composition of Recruitment by Property Form, 1994 
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workers who had been transferred from other establishments. Only the 
township and village entery_ises (TVEs) were able to select workers from 
among those who directly applied to them for jobs. More than 70 percent of 
the newly employed in the TVEs were therefore first-time job seekers, as 
compared to only 17 percent among the recruits in the LSEs. Another 
interesting finding from the survey was that only ‘he joint venture (JV) 
companies currently make use of employment services to recruit workers. 
The joint ventures and foreign companies recruit workers through 
employment services mainly because the regulations require them to do so. 
The employment services’ market share of recruitment was very low, less 
than 11 percent. 

The survey confirmed the seriousness of the labor surplus problem. '° 
It found that 18.4 percent of the total workforce (active and non-working) 
was redundant, that there are marked regional differences, and that more 
than half the surveyed enterprises anticipate a further deterioration in the 
labor surplus situation. The labor surplus problem was, however, not 
confined to the SOEs. The LSEs and the recently commercialized companies 
or the joint stock companies (JSCs), also experience serious redundancy 
problems (Figure 3.2). The survey also highlighted the negative relationship 
between economic performance and the number of surplus workers in an 
enterprise, and pointed to the need to improve economic efficiency and labor 
productivity to effectively deal with labor surplus. The break-even and loss- 
making establishments reported that more than one-third of their workforce 
was redundant. A particularly striking finding was that even those 
enterprises operating at 100 percent production capacity utilization 
experienced the problem of redundancies (Figure 3.3). 

The specific reasons cited for labor surplus were inability of enterprises 
to keep up with developments in the product market, technological and 
organizational changes, the obligation of enterprises to absorb 
administratively-allocated workers, and the poor quality of the workforce. 
Middle-aged, unskilled female workers were most likely to be redundant. 
From a survey conducted among managers of SOEs in December 1994, the 
State Statistical Bureau reported that managers said they would be far more 
efficient were they to lay off 20 percent of their staff. But the Bureau noted 
that “out of overriding concern for social stability, the authorities are 
opposed to hefty layoffs. If 20 percent of the staff and workers were 
trimmed frorn the SOEs, some nine million people would be on line waiting 
for reemployment” (EIU 1995a). 

All the measures suggested in the government guidelines on the 
Provisions of Settlement of Surplus Workers, together with some other 
options, were listed in the survey questionnaire, and enterprise managers 


Figure 3.2 Labor Surplus as a Percentage of Total Employment by Property Form, 1995 
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Figure 3.3 Percentage of Surplus Workers by Capacity Utilization, 1995 
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were asked to indicate the main method they had used to deal with labor 
surplus. Most enterprises reported relying on a set of measures, but by far 
the most popular measure was redeployment within the enterprise (Figure 
3.4). Various leave offers and carly retirement were also important 
measures. But enterprises were less likely to transfer their redundant 
workers to other enterprises, to encourage them to seek self-employment, or 
to provide them traiming or retraining. No establishment reported attempting 
to overcome surplus labor mainly by part-time work, reduced work-weeks, 
or longer vacations for workers. 

The redeployment of labor from the parent company to its existing .r 
newly created LSE has been a very popular measure. The LSEs are involved 
in a variety of economic activities, mainly labor-intensive. There is normally 
a predominant type of production or service and a number of related or 
supplementary businesses or activities. For instance, some LSEs provide 
their “mother” companies component parts of production (they take over part 
of the chain of production) utilizing the idle assets or machines or excess 
stocks of the “mother” companies. Or they take over the social burden of 
the “mother” companies by running the kindergartens, cafeterias, schools, 
etc. for staff of the sponsoring agencies. By the end of 1993, there were 
202 thousand LSEs with some 9.15 million employees. Their annual 
production value is over 160 billion yuan and annual taxes paid to the state 
total 12 billion yuan. *” 

But the labor service system is inherently apt to suffer from inefficiency; 
for example, almost a quarter of the LSEs in the survey were loss-making 
and, as shown in Figure 3.2, the LSEs also had more serious labor surplus 
problems than the SOEs. There could be several reasons for the 
inefficiencies (Sziraczki and Twigger 1995: 16-17). First, activities of the 
LSEs have often been selected on a less than thorough or efficient basis, so 
that they are not economically viable in the longer term. On the other hand, 
it sometimes happens that the parent companies use state subsidies and tax 
relief to launch LSEs that would have been able to operate on their own 
rescurces without external support. Third, the parent enterprises often keep 
their modern production lines and skilled workers, while they transfer out- 
dated technology and less productive surplus workers to the LSEs, which 
then face problems of cost efficiency, viability, and budget constraints. 
Fourth, the widespread practice that the sponsoring agencies keep running the 
newly created LSEs can be a further source of inefficiency. The government 
has recognized the problems, aad has recently stipulated that the newly -set 
up firms should be independent from theis parent company and should be 
commercialized. 


Figure 3.4 Main Measures T7cen to Cope with Labor Surplus by Property Form, 1995 
(percent of establishments responding “yes”) 
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Note: Based on 205 sample responses. 
Source: ILO/Chinese Ministry of Labor Survey reported in Lim, Sziraczki, and Zhang (1995). 
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The heavy use of early retirement as a solution for labor surplus involves 
two main problems. First, it can have a negative impact on productivity in 
that many of those taking retirement in their forties are capable of 
performing well because of their on-the-job training and familiarity with the 
local production process. Second, early retirement tends to be a very 
expensive policy tool. Given the relatively long life expectancy and the 
growing share of older people in the population, the current practice of early 
retirement wi'l be increasingly difficult to finance. However, there could be 
three areas where early retirement may be desirable—in cases of worker 
disability, large-scale redundancies or enterprise closures, and where the 
long-term unemployed are close to retirement age. 

What is clear from the survey is that the various enterprise measures fell 
short of affecting the vast majority of redundant workers. The overall 
number of workers affected by the measures was less than a quarter of the 
total surplus labor. When asked about the main problem in coping with 
surplus workers, enterprise managers most often mentioned the lack of 
financial assistance from the authorities, followed by the large number of 
surplus workers, their poor quality, the workers’ unwillingness to move, and 
the restrictions imposed by government regulations relating especially to 
layoffs. 


Social Welfare and Social Security Reforms 


To date, reforms to improve inter-enterprise mobility through delinking 
social benefits from enterprises do not appear to have been effective. The 
survey revealed that more than three-quarters of all enterprises provided 
medical care and food facilities, at least two-thirds provided housing and 
training facilities, and at least half provided childcare centers and transport 
for their workers (Table 3.2). Other social benefits, although less common, 
included schools for workers’ children and holiday facilities. 

There were no striking differences between the state-owned and the non- 
state sectors in terms of the provision of these social benefits and services. 
The JVs and JSCs appear to have conformed to the practice in China of 
offering workers a wide range of social benefits. In fact, the JVs and JSCs 
showed the highest level of provision of certain facilities, such as housing, 
medical care, and training. Of course, it could be that JVs had little choice 
but to offer these social benefits due to local regulations or pressure from 
their Chinese partners. *! For the JSCs, the change in property form from 
SOEs to share-holding companies ¥as not accompanied by a restructuring of 
the social responsibilities. The JSCs continued to provide the social benefits 
that the SOEs previously provided to their workers. The fact that the JVs 


Table 3.2 China: Percentage of Establishments Providing Social Benefits/Facilities, 1995 


Benefit Facility SOEs LSEs TVEs IVs JSCs TOTAL 
Housing 83.0 $2.1 14.3 73.1 91.7 66.8 
Childcare Center 58.9 $2.1 14.6 51.9 61.5 50.5 
Medical Center/ Hospital 92.9 62.5 34.1 94.2 84.6 79.7 
Canteen/Cafeterna 86.5 62.5 59.5 84.6 84.6 78.4 
Transport 65.2 41.7 16.7 75.0 61.5 56.1 
Training Facilines 72.3 64.6 46.3 61.5 76.9 65.8 
School for Workers’ 14.9 21.3 7.3 5.8 7.7 12.9 
Children 

Holiday Facilites 35.5 41.7 14.6 34.6 23.1 32.9 
Other 12.0 2.1 7.3 6.4 9.1 8.6 


Source: Lim, Sziraczki, and Zhang (1995) 
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and JSCs were providing housing for their workers is particularly interesting 
because one of the reasons previously given for why workers hesitate to take 
jobs in the non-state sector is that private firms do not offer housing 
facilities. The SOEs had a heavier social burden than the LSEs, but this 
might have been because many of the LSEs rely on their parent companies 
for the provision of social facilities for their workers or they continue to 
share facilities with their parent companies. The TVEs generally had the 
lowest social burden in so far as they provided the lowest level of social 
benefits for their workers. There was a clear relationship between 
employment size of the enterprise and the range of benefits provided. The 
larger enterprises offered a much wider range of non-wage benefits than the 
medium-sized and small firms. 

The survey also found that, although the aim of the reforms is to reduce 
the social burden of enterpiises, the majority had no plans to change the 
provision of social benefits. In fact, those that said they had plans for change 
were more likely to be thinking of increasing, rather than reducing, the 
benefits. Almost 30 percent of the establishments reported that they were 
planning to increase housing facilities for their workers over the next twelve 
months, as compared to less than 4 percent planning a decrease (Figure 3.5). 

With the exception of the TVEs, the bulk of establishments subscribed 
to the general (state-operated) pension scheme and unemployment insurance 
for their workers (Table 2.3). In addition to contributing to the general 
unemployment insurance scheme, many enterprises operate a kind of 
“company-based unemployment insurance system” for those workers who 
are forced to take leave because of lack of work. These workers usually 
receive reduced pay for the period of leave. But over the long term, most 
of the enterprises have little or no accumulation of such insurance funds, 
hence the heavy load. The TVEs operated their own autonomous pension 
funds, but their total pension cost as a percentage of gross industrial output 
was still considerably less than that for the other property forms (Figure 3.6). 
Enterprises also covered their workers for occupational injuries and health 
and medical care. 

Other data from the Ministry of Labor (Table 3.4) indicate that since the 
establishment of the system up to 1994, some 2,100 offices had been set up 
to administer the unemployment insurance fund. The coverage at the end of 
1993 was about 80 million urban employees working in 530,000 enterprises. 
Between 1986 and 1993, the fund provided unemployment benefit to a total 
of 2.4 million workers. The number of unemployment benefit recipients has 
increased significantly; in 1994 they totalled 1.9 million or about 38.° 
percent of the total registered unemployed. The placement rate of benefit 


Figure 3.5 Planned Changes in Social Facilities, 1995 
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Note: Based on 300 sample responses. 
Source: ILO/Chinese Ministry of Labor Survey reported in Lim, Sziraczki, and Zhang (1995). 
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Table 3.3 China: Percentage of Establishments Providing Social Security by Type of Provision 
and Property Form, 1995 


Social Security Provision SOEs 


General Pension System 


Autonomous Pension System 


Supplementary Pension 


System 

Unemployment Insurance 
Health Insurance 
Occupational Injury 


Source: Lim, Sziraczki, and Zhang (1995). 
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Figure 3.6 Pension Cost by Property Form, 1994 
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Source: ILO/Chinese Ministry of Labor Survey reported in Lim, Sziraczki, and Zhang (1995). 
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Table 3.4 China: Unemployment Insurance (UI), 1987-1993 


Year Number of | UI Fund (a) Expenditures for Unemployment Benefit Placement Rate 
UI Offices Unemployment Benefits Recipients Percent of 
(mullion Benefit 
yuan) Reciprents (b) 
Total Percem of Total Percem of 
(mullhon UI fund Registered 
yuan) (thous. ) Unemployed 
1987 1,990 820 1.43 2 70 
1988 1,900 $80 3.82 0.7 70 
1989 7,000 680 7.77 1.1 70 
1990 2,000 710 12.89 18 oO 
1991 2,000 920 25.01 2.7 ct) 96 6 
1992 2.100 1,160 93.16 RP 350 97 40 
1993 2.100 1,780 288.00 16.2 1,030 24.5 60 
1994 2,100 1,860 $33.00 28.6 1,87¢ 38.9 57 
Notes: (a) Collected revenues in cach year 
(b) The proportion of unemployment oenefit recipients placed into jobs each year. 


Source: Ministry of Labor, People’s Republic of China. 
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recipients has dropped from about 70 percent in the late 1980s to 57 percent 
in 1994. 


Enterprise Reforms 


The survey confirmed that the SOEs have been performing poorly. Among 
the different property forms, the SOEs are most likely to be los" :naking and 
to have declining profits and growing debts. Not only are they less 
competitive than the “modern” enterprises, they tend to have no accumulated 
funds or internal resources, either for operations or investments. They rely 
heavily on credit, often on preferential terms, and on subsidies from the 
state. “Stricter conformity to clearly defined property righis relationships 
and enforcement of bankruptcy rules and regulations would in the longer 
term help revitalize the state-owned sector by ensuring that only the efficient 
enterprises survive and, very importantly, reduce the government's growing 
budget deficit” (Lim, Sziraczki, and Zhang 1995: 54). 

The size disiribution of enterprises in the survey sample showed. that 
employment is still heavily concentrated in large enterprises. But the 
economic performance of such firms tends to be worse than that of small and 
medium-sized enterprises, especially in terms of labor productivity aid 
capacity utilization; and they suffer somewhat higher levels of labor surplus 
and have heavy social burdens. The large firms tend to have detter access 
to preferential policies and labor market measures. The reform measures to 
date have focused on the large and medium-sized firms because of their 
importance in terms of contribution to indus.;ial output and taxes and the 
number of workers they support. The potential of small firms, both in terms 
of economic efficiency and employment creation, has bern neglected. 
“Greater attention shcald be ziven to the development of svaall enterprises 
and bring their role to generate jobs into full play. It should be the priority 
of the government's economic ond employment policies to nurture small 
enterprises. Preferential policies should also be given to them in terms of 
registration, resources, loans, production, location and taxation, etc. and 
more tailor-made services such as consultation, train’~g, product 
development and market exploration, etc. should be rendered in une with the 
fact that many of them are short of qualified talents and weak in economic 
strength” (Ministry of Labor 1995: 4). 

Although the government has introduced a number of measures to 
facilitate the transition to a modern enterprise system, including financial 
assistance and special labor market programs, only 18 percent of the survey 
respondents reported thai they had received some assistance. Medium-sized 
and large firms were also more likely to receive assistance than small firms. 
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Almost a quarter of the SOEs received some support, but the TVEs have 
been relatively neglected; none reported receiving any assistance. Of those 
that received some help, 25 percent mentioned placement of surplus workers 
by employment services, and 22 percent benefitted from preferential policies. 
On the other hand, retraining programs for surplus workers organized by 
labor bureaus and employment services, or financia! assistance to enterprises 
to pay the workers’ wages or to set up new companies, were rarely 

Even for the enterprises with serious labor surplus, assistance from the 
labor bureau has been relatively limited (Figure 3.7). Among the enterprises 
with more than 30 percent labor surpius, only slightly more than half had 
participated in any labor bureau program, and less than a quarter had been 
able to take advantage of the redeploymera program organized by the labor 
bureau. The other way of looking at the data is that the coverage of the labor 
bureau programs has been very limited, not being able to reach the majority 
of enterprises. 

Enterprise managers were asked what kinds of additional services the 
labor bureau and employment service should provide to assist them. By far 
the most important form of assistance sought by enterprise managers (close 
to 70 percent of them) was the placement of surplus workers by the 
employment service (Figure 3.8). Other services, including information on 
job vacancies, financial support for enterprise-based training, self- 
employment promotion, support for LSEs, counselling services, etc., were 
less frequently mentioned. 

Managers were also asked whether there were any employment-related 


regulations they would like to see changed: 60 percent of the sampled 
enterprises proposed some changes in regulations. The four most frequently 
cited measures were: (a) the government should be responsible for the 
redeployment of surplus workers; (b) there should be greater managerial 
autonomy at the enterprise level for employment policy; (c} there should be 
less restrictions on layoffs; and (d) where enterprises are themselves 
responsible for placement, they should receive greater financial assistance for 
the placement of surplus workers (Figure 3.9). These answers clearly 
indicate that the reforms to give enterprises greater autonomy and improve 
labor market flexibility need to be strengthened. 


CONCLUDING REMARKS 


China has made substantial progress in formulating the regulatory framework 
am establishing the labor market an4 social security institutions, policies, 
and programs for reforming its employment, social insurance, and enterprise 


Figure 3.7 Percent of Establishments that Participated in the Redeployment Program 
by Level of Labor Surplus, 1994 
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Figure 3.8 Most Important Assistance Sought by Establishments from the Labor Bureau 
and the Employment Service, 1995 
(percent of establishments responding “ yes") 
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Figure 3.9 Labor Regulatior:.; that Establishment Managers Would Like to See Changed, 1995 
(percem of establishments responding “yes” ) 
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systems. Unlike the “shock therapy” approach adopted in Central and 
Eastern European transition economies, China has carried out its reform 
process gradually, starting with pilots and experiments and making the 
necessary adjustments and expansions. Although national legislation has 
been introduced, in a country as large and diverse as China, different 
methods of implementation have been tried in different provinces or cities. 
As results of the pilot experiments become clear, the necessary adjustment 
will be made, implementation guidelines drawn up, and the reforms extended 
to other areas and groups. The pace and nature of implementation differ in 
different parts of the country, and the reforms themselves are in progress or 
a state of flux. The reform process clearly has a long way to go, and major 
challenges remain outstanding. 

In implementing the reforms, there is need for closer and more effective 
coordination of the various components. For example, the bankruptcy law 
cannot be strictly enforced unless a comprehensive social insurance system 
is in place; and the social burden of enterprises cannot be lightened unless 
government agencies at the national or local levels are reorganized to take 
over the schools, hospitals, etc. that are currently operated by the 
enterprises. Financing arrangements remain a major issue and will affect the 
speed of implementation, coverage, and efficacy of the reforms. Another 
challenge that has yet to be effectively addressed is the extension of reforms 
to the rural areas, where the majority of population still reside. This is 
especially important, on the one hand, to prevent the emergence of a dual 
society and economy and, on the other, to create a unified and more efficient 
labor market and social security system. 


Notes 


1. In the Chinese context, social welfare provides various living facilities 
and services paid by the state or enterprises to workers in addition to their 
monetary wage for the purpose of achieving expanded reproduction of the 
labor force. Social insurance, on the other hand, provides basic living needs 
for workers and their dependents (Beijing University 1994). 

2. This section is taken mainly from the chapter on “Employment in the 
People’s Republic of China: Challenges, Policy Reforms and Future 
Options,” in Lim and Sziraczki (1995). 

3. The figures were supplied by the Department of Employment, Ministry 
of Labor, People’s Republic of China. 
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4. For a discussion of these issues, see Chapter 2 in this volume. 

5. These estimates are compiled from: World Bank (1993); ILO (1995); 
EIU (1995a); and Deng (1995). 

6. Temporary workers are mainly rural residents working under a labor 
agreement of restricted duration in urban state and collective firms. They 
include seasonal workers and peasant workers who are temporarily engaged 
in industrial sectors. 

7. For an overview of the reform of labor allocation and the current 
recruitment practices and job search methods, see Ma (1993). 

&. The SOEs run some 18,000 primary and secondary schools with 6.1 
million pupils and staffed by 600,000 individuals (Deng 1995: 5). Deng is 
Director of the State Economic and Trade Commission which is responsible 
for eaterprise reforms in China. 

9. Retired workers in large and medium-sized state-owned enterprises 
represent about 37 percent of the total workforce (Deng 1995: 5). 

10. In 1990, the State Council issued Decree No. 66 on Regulations for the 
Management of Labor Service Enterprises, which provided a legal status for 
the position and role of the LSEs in the economy. In 1993, the State 
Planning Commission, Ministry of Labor, State Economic and Trade 
Commission, State Commission for Restructuring the Economic System, 
Ministry of Personnel, Ministry of Construction, People’s Bank of China, 
State Tax Bureau, State Bureau of Industrial and Commercial 
Administration, and State Bureau for State-owned Asset Administration 
issued The Announcement of Labor Service Enterprises Developing Tertiary 
Industry to Provide Job Placement for Redundant Workers, which further 
defines the role of the LSEs in a market economy and continues to provide 
preferential taxation, funding, and locational policies for the LSEs. 

11. For a description of the pipeline measures intended for the 1996-2000 
period, see Lim and Sziraczki (1995: 29). 

12. For a description and assessment of the labor market policies, see 
Sziraczki and Twigger (1995: Chapter 5). 

13. According to some estimates, the value of welfare benefits ranged from 
20 to 30 percent of total wages in the 1980s. See Zhou (1995). 

14. The rent of a typical apartment unit of about 52 square meters is about 
18 yuan or slightly over US$2 per month. The rent accounts for less than 3 
pe~cent of household income and falls far short of minimal operation and 
maintenance costs. 

15. Medical expenditures for active SOE workers increased at an average 
rate of 23 percent a year during 1985-90, to account for 28 percent of total 
- labor insurance costs in 1992, and equivalent to 14 percent of the SOEs’ total 
payroll. As reported in World Bank (1994: 5). 
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16. Statistics provided by the State Economic and Trade Commission, as 
quoted in Wu (1995) and in Deng (1995). Among the state-owned industrial 
enterprises, 14,400 large and medium-sized enterprises dominated. While 
representing 4 percent of China’s total number of industrial enterprises, they 
accounted for 44 percent of total industrial output value, 62 percent of total 
industrial fixed assets, and 59 percent of total industrial profit and tax 
payments. Within the state-owned sector, the large and medium-sized 
establishments represented 20 percent of all industrial SOEs but contributed 
over 80 percent of total assets, sales revenue, and sales tax. 

17. The questionnaire was jointly developed and the survey organized by the 
Labor Market Policies Branch of the International Labor Office (Geneva), 
the ILO Beijing Office, and the Ministry of Labor. Part I dealt with basic 
quantitative information on production, investment, and various other 
indicators of economic performance. It also covered the employment ievel, 
structure, and changes; recruitment and labor turnover; and wages and other 
cash benefits. Part II involved structured interviews with establishment 
managers who were asked a series of questions relating to (a) the legal form 
of the enterprise and organizational changes; (b) production and financial 
issues; (c) the remuneration system, social benefits and social security, and 
human resource development; (d) expected employment changes; (e) labor 
surplus and redeployment measures; and (f) the types of assistance the 
establishments received from the labor bureaus and employment service, and 
management views of government regulations and labor market programs. 
The results of the survey are analyzed in Lim, Sziraczki, and Zhang (1995). 
18. Information from the Ministry of Labor indicated that normally about 20 
percent of the total number of demobilized soldiers and graduates going into 
the labor market are not able to find their own jobs and require the assistance 
of the state to be assigned to particular enterprises. 

19. There is no single official definition or method of measuring labor 
surplus. The ILO/Ministry of Labor survey measured labor surplus as 
referring to (a) those workers who, because of the lack of sufficient work in 
the enterprise, are placed on leave with reduced payment or are forced to 
take unpaid leave to search for temporary job opportunities elsewhere; plus 
(b) those in the active workforce who could be released without affecting the 
present level of output of the enterprise. 

20. Figures from the Ministry of Labor, quoted in Lim and Sziraczki (1995: 
27). 

21. Other studies suggest that wholly foreign-owned firms were less likely 
to offer such a wide range of non-wage benefits. 
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4. INCOME DISTRIBUTION IN 
CHINESE SOCIETY 


Xiaozhu Liu' 


This paper surveys several aspects of income distribution in China. It 
focuses on the patterns of income disparity between different regions, 
between urban and rural populations, and between individuals—including the 
new rich and tiie poor. Reasons for the observed distribution of income in 
China are discussed, including a number of factors such as historical, 
geographic, climatic, and environmental conditions; the effects of state 
policies; and different economic and industrial structures. The paper 
concludes with a discussion of how the problems of excessive income 
disparity might be addressed within a democratic framework. 


INCOME GAPS ACROSS DIFFERENT REGIONS 


Regional Per Capita Income Gaps 


One method commonly used to evaluate the level of economic development 
of a region is to compare regional gross domestic product (GDP) per capita 
to the national average. A study conducted by a research group at the 
Chinese Academy of Sciences (Hu 1994) used this method to divide China’s 
provinces (including the autonomous regions, ARs) and municipalities (Shi) 
into four income groups: }ow (below 75 percent of the national average GDP 
per capita), lower-middle (between 75 percent and 100 percent of the 
national average GDP per capita), upper-middle (100-150 percent of the 
national average GDP per capita), and high (above 150 percent of the 
national average GDP per capita). 

Based on GDP per capita in 1991 (and arranged in ascending sequence), 
the low income group consisted of 10 provinces: Guizhou, Anhui, Guangxi 
AR, Gansu, Henan, Yunnan, Sichuan, Jiangxi, Hunan, and Shaanxi; the 
lower-middle income group consisted of 9 provinces: Tibet AR, Ningxia AR, 
Inner Mongolia AR, Shanxi, Hebei, Hubei, Qinghai, Hainan, and Jilin; the 
upper-middle income group consisted of 6 provinces: Fujian, Shandong, 
Xinjiang AR, Heilongjiang, Jiangsu, and Zhejiang; and the high income 
group consisted of 2 provinces and 3 independent cities (municipalities): 
Liaoning, Guangdong, Tianjin Shi, Beijing Shi, and Shanghai Shi. (For the 
location of these provinces, autonomous regions, and municipalities, see the 
map of administrative regions of China on page xiii of this volume.) ¥5 
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The average GDP per capita for the low income group was !|,126 yuan 
or 64.0 percent of the national average; for the lower-middle income group, 
1,526 yuan or 86.9 percent of the national average; for the upper-middle 
income group, 2,010 yuan or 114.4 percent of the national average; and for 
the high income group, 3,346 yuan or 190.3 percent of the national average. 
The average GDP per capita for the high income group was three times as 
much as that for the low income group. The low income group of provinces 
and autonomous regions made up a much larger proportion of the nation’s 
total population compared to its share of national GDP, whereas the opposite 
was the case for the high income group. 

According to Hu (1994), overall regional (provincial) deviations of GDP 
per capita from the national average declined over the period 1978-91, but 
is expected to rise slightly by the year 2000. The difference between the 
region with the highest GDP per capita and the region with th: lowest GDP 
per capita also declined over the same period from 14.3 times to 7.5 times 
and is expected to continue to decline to 7.0 times by the year 2000. 

The current level of economic development of a region is related to its 
contemporaneous characteristics and its development hisiory. Regional 
differences in natural, geographical, and ecological conditions have given 
rise to unequal starting points for economic development. While the overall 
rate of growth of China over the past decade has been impressive, regional 
differences have also grown. For example, consider the municipality of 
Shanghai Shi and the province of Guizhou, which had, respectively, the 
highest and the lowest GDP per capita in the country in ‘991. During the 
past decade of reform, both have witnessed relatively high growth rates of 
GDP per capita. From 1978 to 1991, the growth rate of GDP per capita in 
Guizhou was 7.7 percent while that of Shanghai Shi was 7.6 percent. 
However, there was a large gap in GDP per capita of 2,323 yuan at the 
starting point in 1978 (GDP per capita in Guizhou was 175 yuan, whereas 
that in Shanghai Shi was 2,498 yuan), and this difference increased tc 5,785 
yuan by 1991 (GDP per capita in Guizhou went up to 890 yuan in 1991, 
whereas in Shanghai Shi it went up to 6,675 yuan). It is predicted that by the 
year 2000, the gap will widen to 10,400 yuan (Hu 1994; see also SSB 1990). 

Provincial differences in GDP per capita feed into regional differences, 
particularly between the eastern and the western regions in China. As the 
saying goes in China's academic circles, globally the income gap is a 
North-South issue, but in China it is an East-West issue, where the 
difference between the eastern and western regions refers mainly to the 
difference between the coastal and inland regions. It is widely recognized 
that since reform, the gap in economic development between the coastal 
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region of the East, on the one hand, and the inland regions of the Central and 
West, on the other, has widened. 

In the early 1990s, the provinces that achieved a rapid rate of growth 
were those situated along the eastern coastline. Before the reforms, the three 
eastern municipalities of Tianjin Shi, Beijing Shi, and Shanghai Shi, and the 
three provinces in the Northeast (Heilongjiang, Jilin, and Liaoning) enjoyed 
a more sophisticated industrial infrastructure and were relatively well- 
developed compared to the other coastal provinces. In 1953, the eight 
provinces and independent cities (municipalities) with the highest GDP per 
capita were Shanghai Shi, Tianjin Shi, Beijing Shi, Liaoning, Heilongjiang, 
Inner Mongolia AR, Xinjiang AR, and Jilin. In 1978, the eight provinces 
and independent cities with the highest GDP per capita were Shanghai Shi, 
Beijing Shi, Tianjin Shi, Liaoning, Heilongjiang, Jiangsu, Qinghai, and Jilin. 
By the early 1990s, some of the other coastal provinces (Guangdong, 
Shandong, Jiangsu, and Zhejiang) had caught up. In 1992, the eight 
provinces and independent cities with the highest GDP per capita were 
Shanghai Shi, Beijing Shi, Tianjin Shi, Guangdong, Liaoning, Jiangsu, 
Zhejiang, and Shandong. The East now accounts for a greater share of 
China’s GDP, having risen from 52.2 percent in 1980 to 55.8 percent in 
1992. Meanwhile, the shares accounted for by the Central and the West have 
shrunk. The growth rate in the East has been higher than the national 
average, while those of the Central and the West have been below (SSB 
1994; see also Zhuo 1993). 

Within the East, there are also differences in income between the 
southern and the northern areas. The three provinces in the Northeast 
(Heilongjiang, Jilin, and Liaoning) have lagged behind the five provinces in 
the Southeast (Shandong, Jiangsu, Zhejiang, Fujian, and Guangdong). From 
1978 to 1992, the annual average increase of GDP in the Northeast was 7.4 
percent, compared to 11.9 percent in the Southeast. The 4.5 perceniage- 
point difference has led to a reversal in the relative levels of development for 
these two eastern subregions. Such a change in economic strength reflects 
differences in their economic structures and warrants further study. 

From 1949 to the beginning of the reform, the three provinces in the 
Northeast built up a relatively strong industrial base, thanks to substantial 
existing investments that had been made under Japanese colonial rule. After 
the People’s Republic of China was founded, further investments enabled the 
Northeast to become an important industrial center and to maintain a 
relatively high level of income per capita. In contrast, for many years most 
areas along the southeastern coastline were not well developed. Although 
there existed advanced metropolitan economies in Shanghai Shi and Tianjin 
Shi, such development—which can be attributed mainly to investment by 
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Western countries and domestic investors—was not representative of the 
surrounding areas of these cities and the southeastern coastal region in 
general. Before the reform, the economies of most provinces along the 
southeastern coastline had been at the middle or the lower-end of the national 
income scale. 

During the past decade of reform, the five provinces along the 
southeastern coast were not only the fastest-growing area in the East, but also 
the fastest-growing area in the whole country. The income gap between the 
five provinces in the Southeast as a group and most other provinces in the 
country narrowed. In 1978, GDP per capita was 539.1 yuan in the Northeast 
and 351.2 yuan in the Southeast; by 1992, GDP per capita had grown to 
1,247 yuan in the Northeast and to 1,390 yuan in the Southeast (Zhuo 1993; 
SSB 1994). 


Reasons for Regional Per Capita Income Gaps 


The reasons for regional differences in per capita income in China are very 
complex. I will focus on five major factors: (a) natural, geographic, 
climatic, and environmental conditions; (b) effects of government distribution 


and investment policies; (c) the industrial structure of the regional 
economies; (d) involvement in international trade; and (e) the different paths 
of economic reform. 

Natural, Geographic, Climatic, and Environmental Conditions. As 
China is still at the initial stage of industrialization, economic development 
is appreciably affected by natural endowments and geographical conditions 
of a given region. 

There are great differences in climatic conditions across regions in 
China. In the early 1980s, scientists divided China into three natural -limatic 
regions: the eastern monsoon region (which accounts for 47.6 perc. at of 
China's total land area), the northwestern drought region (which accounts for 
29.8 percent), and the southwestern Qinghai-Tibet cold plateau region (which 
accounts for 22.6 pervent). The eastern mensoon region has over 92 percent 
of the country’s total arable land, while the northwestern drought region and 
the Qinghai-Tibet cold plateau region together have on'y 8 percent. The 
differences in the natural climatic conditions across the three regions 
contribute to the geographical distribution of China's population, with over 
95 percent of the country’s total population residing in the eastern monsoor) 
region and less than 5 percent of the country's total population residing in the 
two other regions (Chen and Hu 1983). 

Environmental conditions also have an impact upon the regional 
economies. Most underdeveloped areas and provinces with a relatively low 
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GDP per capita are located in environmentally fragile areas with harsh 
natural conditions—such a3 the rocky karst areas (irregular limestone regions 
with sinks, underground streams, and caverns) in the Southwest. In the 
southwestern province of Guizhou, mountains make up 87 percent of the total 
area, hills 10 percent, and arable land only 3 percent. This province had the 
lowest GDP per capita during the 1978-1991 period. Other provinces with 
similar rocky karst topology also have low per capita incomes (¢.g., Guangxi 
AR, Yunnan, Sichuan, and Hunan). 

Most underdeveloped provinces are located inland and their 
transportation and communication facilities lag behind most other provinces. 
In particular, the lack of sea access has had a considerable negative impact 
upon economic development of some areas. For example, among the low- 
income provinces, only Guangxi AR has seaports. Similarly, among the nine 
lower-middle-income provinces, only Hebei and Hainan have seaports. In 
contrast, among the six upper-middle-income provinces, all but Xinjiang AR 
and Heilongjiang have seaports; among the five high-income provinces and 
independent cities (municipalities), all except Bet}ing Shi have seaports (Chen 
and Hu 1983; see also CDFA 1984). 

Effects of Government Distribution and Investment Policies. 
Preferences or prejudices embodied in central government distribution and 
investment polices have a direct impact upon developmental differences 
across the regions. Since the developed areas along the coastline enjoy both 
geographic and political advantages, most foreign investment also goes to the 
coastal areas. Foreign investment in underdeveloped inland areas constitutes 
only a small share and even this small share has t’en on a decline. In 1992, 
the share of the nation’s total direct foreign investment accounted for by the 
high-income group was 47 percent, with Guangdong Province alone 
accounting for °3.6 percent. For the same year, the share of total direct 
foreign investment accounted for by the upper-middle income group was 38.2 
percent, while the lower-middie income group accounted for 8.2 percent, and 
the low-income grouy accounted for 6.6 percent (SSB 1994). 

Lack of capital is becoming increasingly evident in underdeveloped 
areas. The level of investment per capita in underdeveloped areas is below 
the average for the nation as a whole. In 1992, investment per capita in the 
ten low-income provinces was 60 percent below the national average. In 
contrast, investment per capita in the high-income provinces was significantly 
higher than the national average. For example, investment per capita was 
2.1 times the national average in Guangdong, 3.6 times in Beijing Shi, and 
4.0 times in Shanghai Si (SSB 1994). 

Regional Industrial Structures. Differences across reoions i: 
industrial structure contributes to per capita income disparity among regions. 
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In underdeveloped areas, the agricultural sector makes up a large portion of 
the econoniy. Industry, however, is the leading sector of economic growth 
nationally and has a greater impact upon GDP. For areas with a high 
increase of gross industrial output, the growth of GDP is also high. For 
example, from 1979 to 1992, the average annual increase of gross industrial 
output of Zhejiang Province was 21.1 percent, the highest in the nation; 
Guangdong Province was next with an average annual increase of 19.8 
percent. The corresponding rates of growth for Jiangsu, Fujian, and 
Shandong Provinces were 18.5 percent, 18.3 percent, and 15.6 percent, 
respectively, all of which were higher than the national average of 13.2 
percent. In contrast, Heilongjiang Province reported an increase of 7.1 
percent, the lowest in the country. Due to such low increase, Heilongjiang 
fell from the high-income group of provinces to the upper-middle income 
group in 1992 (SSB 1994). 

Light industry makes up over 36 nercent of the toial economy in the 
provinces and autonomous regions of Tibet AR, Guangxi AR, Hainan, 
Guizhou, Yunnan, and Ningxia AR, which belong to lower-middle or low 
income groups. On the other hand, in the provincial and raunicipal 
economies that belong to the high income group, light industry makes up 
only a small portion of the total economy. For example, light industry 
accounts for less than 10 percent of the total economy in Ecijing Shi, Tianjin 
Shi, and Shanghai Shi, while it accounts for 15 percent in Liaoning and 20 
percent in Guangdong. 

The ratio of light industry to heavy industry within the industry sector 
also exerts an impact on development and income distribution. One of the 
most important characteristics of the traditional state-planning model was that 
heavy industry should make up a larger proportion of the industria! base than 
light industry. During the transition to a market-oriented economy, the 
relative importance of light industry has gradually increased. Hainan 
Province has the largest proportion of light industry (67.1 percent). The 
corresponding proportions for Guangdong, Zhejiang, Fujian, and Jiangsu are, 
respectively, 65.7 percent, 65.2 percent, 62.7 percent, and 53.2 percent, all 
above the national average of 48.9 percent. In the underdeveloped provinces 
of Shanxi, Gansu, and Qinghai, heavy industry makes up over 70 percent of 
the total industry sector (SSB 1994). 

The industrialization of rural areas also has an impact on development. 
According to official statistics, in 1985, the non-agricultural output of rural 
areas made up 42.9 percent of the nation’s gross value of output; by 1992, 
this share had gone up to 64.2 percent. Shanghai Shi had the highest 
proportion of non-zgricultural output (88.2 percent), followed by Jiangsu 
with 80.9 percent, while the autonomous regions of Tibet and Xinjiang had 
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the lowest proportions (5.5 percent and 17.2 percent, respectively) With the 
exception of Shanxi and Hebei Provinces, the shares of non-agricultural 
output of all of the 17 underdeveloped provinces or autonomous regions were 
below the national average (SSB 1994). 

Intcrnational Trade. Involvement in international trade also affects the 
rate of economic development. Statistical data show that the greater the 
proportion of exports in GDP (the export dependency ratio), the higher the 
increase of GDP. The export dependency ratio reflects the degree of 
openness of a region. For example, in Guangdong Province, exports made 
up 44.3 percent of its GDP in 1992, the highest in the country; this was 
followed by Hainan Province with 34.3 percent. The export dependency 
ratios for Shanghai Shi and Fujian were 33.6 percent and 33.4 percent, 
respectively. At the other extreme, the exports of Guizhou Province made 
up only 3.7 percent of its GDP. The corresponding export dependency ratios 
for Sichuan, Henan, Shanxi, and Anhui were 5.5 percent, 5.9 percent, 4.2 
percent, and 6.3 percent, respectively (SSB 1994). 

Paths of Economic Reform. The growth of non-state-owned 
enterprises in the regional economies resulting from the reform process is 
especially consequential for per capita income distribution. Non-state-owned 
enterprises have increased rapidly and have become an important part of the 
current economic structure in China. From 1978 to 1992, non-state-owned 
enterprises contributed to 55.7 percent of the total increase in China's gross 
industrial output. In 1992, non-state-owned enterprises accounted fcr one- 
third of the fixed asset investment; in the agriculture and commerce sectors, 
they accounted for an even greater proportion (SSB 1994). 

A nationwide study of the relationship between increases of GDP per 
capi\a and the percentage of non-state-owned enterprises found that these two 
measures were highly correlated (the correlation coefficient was 0.687) 
(Zhuo 1993). From 1978 9 1992, the five provinces in the Southeast that 
had the highest percentage of non-state-owned industry (above 60-70 percent) 
contributed to over 70 percent of the increase in gross industrial output (SSB 
1994). On the whole, ‘he provinces with a low rate of increase in GDP per 
capita also had a lower percentage of non-state-owned enterprises. 

The growth of non-state-owned enterprises is also the major cause for 
the expansion of the gap between the Easi and the West as well as the 
reversal of the North-South difference within the East. The degree and pace 
of economic reform in the East (especially the Southeast) are considerably 
higher than in the Central and the West. From 1978 to 1992, the share of 
gross industrial output accounted for by non-state-owned enterprises in the 
East grew by 36.6 percent, 7.1 percentage points higher than the national 
average; in the Central and the West, it grew by 18.3 percent and 16.7 
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per e® ectively—significantly lower than the East. In 1992, non-state- 
©. vod emerprises accounted for 61.4 percent of the gross industrial outpet 

ve Eas: 39.4 percent in the Central, and 34.7 percent in the West—only 
shi, over two-thirds and one-half, respectively, of the corresponding 
proportion in the East (SSB 1994). 

The most salient feature of the underdeveloped areas is that they still 
operate within the siate-planning economic model, and state-owned 
enterprises still form the bulk of their economies. The functioning of a 
market economy and the development of the non-state-owned sectors of the 
economy are still relatively weak in these areas, far behind the southeastern 
coastal provinces in terms of market referm. State-owned enterprises in the 
underdeveloped areas make up a larger portion of gross industrial output than 
non-state-owned enterprises. For example, in 1992, state-owned enterprises 
accounted for 82.4 percent of Qinghai’s gross industrial output (0.7 
percentage points higher than 1978); 70 to 80 percent of gross industrial 
output in the provinces of Ningxia AR, Inner Mongolia AR, Gansu, Yunnan, 
and Guizhou; and 60 to 70 percent of gross industrial output in Jilin, Hainan, 
Shaanxi, Hebei, Guangxi AR, Hubei, and Tiber AR. The state-owned 
enterprise share of gross industrial output for Qinghai and some other 
provinces was much higher in 1992 than it was in the southeastern coastal 
provinces of Zhejiang, Guangdong, Fujian, and Shandong in 1978 (SSB 
1994; Zhuo 1993). 


INCOME GAPS BETWEEN THE URBAN AND THE RURAL 
POPULATIONS 


Income Gaps Between Urban and Rural Residents 


Researchers and statisticians have used measures of disposable income to 
compare income differ. aces between urban and rural residents. Disposable 
income is equivalent to the cam of consumption expenses and savings. 
Disposable income for rural residents is their net income (i.¢., total family 
income of permanent rural residents less required expenses, taxes, and other 
contributions to fulfill the quotas of the collective), while for urban residents 
it is the sum of their living expenditure inconne (i.e., cash income) and non- 
cash income such as in-kind payments and other state subsidies (c.g., 
housing. medical expenses, and ail other in-kind work-unit distributions). 

From 1980 to 1993, the difference in disposable income between urban 
and rural residents at first fell but then increased (see Table 4.1). In 1980, 
the average disposable income fur urban residents was 620.19 yuan and 
191.33 yuan for rural residents; the average disposable income of urban 


Table 4.1 Average Per Capita Disposable Income for China’s 
Urban and Rural Residents, 1980-1993 


(yuan/person) 


Urban Residents Rural Residents Ratio: Urban 
ever Rural 


620.19 191.33 3.24 
681.71 223.44 3.05 
721.54 270.11 

770.36 309.77 

870.31 355.33 

967.20 397.60 

1143.49 423.76 

1268.66 462.55 

1477.7 S44 94 

1704.68 

1921.9 

2148.52 

2484.24 

3070.90 
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residents was over three times that of rural residents. In the ensuing years, 
the difference fell gradually. By 1985, the average disposable income of 
urban residents was 967.20 yuan, compared to 397.60 yuan for rural 
residents (with urban residents’ disposable income being 2.43 times that of 
rural residents). From the late 1980s onward, the gap widened again. In 
1993, the average disposable income of urban residents was 3,070.90 yuan, 
compared to 921.4? yuan for rural residents, with urban residents’ disposable 
income being 3.33 times that of rural residents—slightly above the difference 
in the early 1980s (RITSSB 1995). 

The urban-rural income disparity can also be seen from the changing 
consumption levels of the urban and rural populations and from the 
differences in their patterns of consumption (see Table 4.2). From 1985 to 
1990, average annual consumption expenditures for urban residents increased 
from 673.20 yuan to 1,278.89 yuan, while for rural residents it rose from 
317.42 yuan to 584.63 yuan. Consumption expenditures for urban residents 
were 2.12 times those of rural residents in 1985; by 1990 they were 2.19 
times, with the six-year average being 2.23 times. Over the period 1985-90, 
the average annual increase in consumption expenditures was 2.8 percent for 
urban residents and 2.85 percent for rural residents (Lin 1994). 

Consumption is usually understood to be a function of one’s income. 
The propensity to consume can be viewed as either an average or marginal 
concept: the average propensity to consume is the ratio of total consumption 
to total income, while the marginal propensity to consume is the raiio of an 
incremental increase in consumption to an incremental increase in income. 

The average propensity to consume for urban residents in China is 
higher than that for rural residents (see Table 4.2). From 1985 to 1990, the 
average propensity to consume for urban residents declined from 0.9823 to 
0.9219, with the six-year average being 0.9603. For the same period, the 
average propensity to consume for rural residents first rose and then 
declined; from 1985 to 1989, it increased from 0.7983 to 0.8900 and fell in 
1990 to 0.8518. During this period, the levels of income for both urban and 
rural residents were relatively low and most income was spent on 
consumption. In addition to consumption expenses, part of the income of 
rural residents had to be used to expand self-production, resulting in a lower 
propensity to consume than urban residents (Lin 1994). 

The marginal propensity to consume for urban residents is generally 
lower than that for rural residents (see Table 4.2). The average marginal 
propensity to consume over the 1985-1990 period for urban residents was 
0.8629, meaning that for every unit increase in income, they spent 86 percent 
on consumption. For rural residents, the corresponding figure was 0.9256 
(Lin 1994). 


Average Consumption Expenditures and the Propensity to Consume for China's 
Urban and Rural Psidents, 1985-1990 


Average 


Urban 
Residents 


673.20 
798.96 
884.40 


Source: Lin (1994). 
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The income gap between the urban and the rural populations can also be 
examined in terms of the gap in the savings between the two groups. 
According to the State Statistical Bureau, as of the end of June 1992, total 
savings for all residents (urban and rural) was 1,044.1 billion yuan. The 
average for all residents (urban and rural) was 550 yuan; while the average 
for urban residents was 1,500 yuan, and the average for rural residents only 
295 yuan, about one-fifth of the average for urban residents. From the end 
of February 1991 to the end of June 1992, the savings of urban residents 
increased by 42 percent, while those of rural residents increased by 37 
percent (SSB 1994). 

Since the beginning of the reform process over ten years ago, China's 
urban residents have witnessed a general increase of income. The average 
annual increase of total payroll outlays over the period 1978-92 was 7.4 
percent. Nevertheless, there still exist great differences across industries and 
enterprises of different types of ownership. 

Within the industry sector, employee wage income varies from one 
industrial sector to another. For example, in 1991 in the machinery industry, 
the average annual salary was 2,549 yuan. Letting average wage income in 
the machinery industry equal 1.0, wage income was 0.89 in the agricultural 
machinery industry, 1.10 in the transportation equipment manufacturing 
industry, and 3.79 in the passenger car manufacturing industry. 

Among business enterprises of different types of ownership, the average 
annual wage income of workers in “three-capital” business enterprises (i.c., 
business enterprises with foreign participation such as those funded 
exclusively by foreign capital, Chinese-foreign joint ventures, or cooperative 
enterprises consisting of Chinese and foreign partners) is higher than that in 
state-owned enterprises while the wage income of workers in state-owned 
enterprises is higher than that in collectively-owned enterprises. In the 
machinery industry, for instance, average annual salaries were 2 times higher 
in three-capital enterprises than those in state-owned enterprises, while only 
0.89 times those in collectively-owned enterprises. Over the period 1978-92, 
salaries in three-capital enterprises boasted the highest average annual 
increase of 17 percent, while those in state-owned enterprises increased || 
percent and those in collectively-owned enterprises increased 13 percent. 

Within the state-owned sector, the difference in employee salaries is also 
widening. Most state-owned enterprises have linked employee salaries to the 
economic performance of the enterprise, contributing to an increasingly 
greater difference in employee incomes across enterprises. For example, 
among the 137 large and medium-sized state-owned industrial enterprises in 
Shanghai Shi in 1986, the highest enterprise-wide average annual salary was 
2,394 yuan, while the lowest was 1,307 yuan (about 55 percent of the highest 
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enterprise-wide average); in 1992, the highest average annual salary was 
8,893 yuan, while the lowest was 2,485 yuan (about 28 percent of the 
highest). In the city of Jinan, the highest enterprise-wide average annual 
salary in 1993 was 7,500 yuan, while the lowest was about 1,500 yuan (about 
20 percent of the highest). 


Reasons for the Gaps in Urban and Rural Residents’ Incomes 


There are many factors which contribute to differences in income distribution 
between urban and rural residents: (1) the dual economic structure (i.e., 
agricultural-based versus industrial-based); (2) financial burdens placed on 
the farmers; and (3) increased state benefits and undeclared income received 
by urban residents. 

Dual Structure of the Economy. The dual structure of the Chinese 
economy is the most important cause “f the urban-rural income differences. 
A measure of the degree of dual eco; mic structure in a developing country 
is the dual structure index, defived as the ratio of non-agricultural 
productivity to agricultural productivity. 

From the beginning of reform to 1985, the central government reduced 
the quotas of state levies and raised considerably the prices of some 
agricultural and sideline’ products, which led to an increase in rural 
residents’ income. Meanwhile, business enterprises developed in rural areas 
and drove up agricultural productivity. The dual structure index tended to 
decrease, and the income gap between urban and rural areas narrowed. 
Since 1985, economic reforms have been implemented in the urban areas, 
providing an impetus for the rapid development of industry and other non- 
agricultural activities and the rise in urban productivity. On the other hand, 
the comparative benefits of agriculture have been on the decline, as the 
marginal production capacity of agricultural products has dropped and 
agricultural productivity growth has moderated to a slower pace than in the 
urban areas, resulting in a rise in the dual structure index. 

The price scissors, or state-set price differentials between industrial and 
agricultural products, are another important reason for the urban-rural 
income gap.’ They are closely connected with the fact that since 
1949—under the state economic-planning system—economic activities have 
been manipulated through administrative means. Price scissors highlight the 
inequity of the exchange between urban industrial products and agricultural 
products. Because of the price scissors, rural areas have to provide a 
substantial amount of capital each year to the cities. It has been calculated 
that during the past 40 years, China's agricultural sector has provided the 
industry sector with 1,258 billion yuan. After deducting government aid to 
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agriculture and the balance of government agricultural income, the 
agricultural sector has provided the industry sector with a net amount of 
accumulated capital totaling | ,063.6 billion yuan (RITSSB 1995). 

The main feature of the price scissors between industrial and agricultural 
products is the degree to which prices of agricultural products fall below 
their free-market values. From 1978 to 1992, the difference between the 
prices of agricultural products and their free-market values at first 
experienced a reduction and then an increase. From 1978 to 1987, the 
difference between list (state-established) prices and free-market prices fell 
from 35.4 percent to 16.7 percent, but then increased gradually increased 
from 1988 to 1993 to 36 percent. As a part of the dual structure, price 
scissors are an important factor conditioning the urban-rural income gap 
(RITSSB 1995). 

Financial Burdens. Financial burdens have been placed on farmers by 
the Chinese legal and administrative systems. In the legal system, according 
to The Agricultural Law of the People’s Republic of China (promulgated and 
implemented on July 2, 1991) and the State Council’s Regulations on Fees 
and Labor Provided by Farmers (promulgated and implemeated on December 
7, 1991), farmers’ duties include taxes, village collective reserve and 
township coordination fees, rural volunteer and accumulation labor 
contributions, quotas for agricultural products, and other fees. These legal 
duties contain many unreasonable elements. For instance, the scope of the 
agricultural tax is “the land used in growing food crops,” and the criterion 
for the levy is “a certain percentage of the ordinary annual yield of food 
crops.” Such a policy was formulated in reference to rural conditions in the 
1950s and is no longer suitable for the current development of the rural 
economy and the changing economic structure. Following such a standard, 
farmers engaged exclusively in farming in traditional grain-producing areas 
have to pay more agricultural tax than those in areas with the benefits of 
relatively well-developed business enterprises and tertiary industries (Liu 
1993). 

Moreover, there are also unreasonable elements in the quotas for 
agricultural products. In the mid-1980s, the government changed the 
compulsory purchase system into a contract purchase system for purchasing 
agricultural products, which represented a step forward in the economic 
reform in the rural areas. In reality, however, the prices set by purchase 
contracts do not reflect the free-market value of agricultural products. 
Similarly, purchase contracts for agricultural products are unilaterally 
binding for farmers, while the government can breach contracts at will. In 
times of a bumper harvest, the government can “refuse to purchase;” but in 
times of poor harvest, the government can “collect all.” To make up for 
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price-related losses suffered by the farmers in selling agricultural products 
to the state, the government links the sale of chemical fertilizers, pesticides 
and herbicides, diesel fuel, and other agricultural supplies to state-regulated 
prices and the amount of agricultural products purchased. However, 
business enterprises engaged in producing and selling agricultural supplies 
are economically independent entities, which are responsible for their own 
profits and losses, and if the state cannot compensate them for their losses in 
selling products at state-regulated prices, such business enterprises will not 
choose to do business at a loss. Consequently, the state compensation 
policies cannot be fully implemented (Liu 1993). 

There also exist unreasonable elements in the village reserve and 
township coordination fees. In many places, the village reserve and township 
coordination fees are misappropriated and misused. Wages, bonuses, and 
other expenses of the large numbers of non-local township employees are 
also allocated from the township coordination fees, constituting another kind 
of unreasonable burden. It is a universal practice to “substitute labor with 
money,” and in most places the 15-30 work-day limit in requesting donated 
labor from a farmer is exceeded (Liu 1993). 

The administrative burdens placed on the farmers are less explicit, but 
more severe. “First tax light, second tax heavy, third and fourth become 
endless holes” is a vivid description given by the farmers of the kinds of 
burdens that they face. The Administrative Office of the Central Committee 
of the Communist Party and the Administrative Office of State Council have 
issued the Notice on Review and Recommendations in Regard to Duties and 
Fees Imposed on Farmers, which makes the following modifications on the 
duties and fees levied on farmers: 37 items that have been derived from the 
documents of the central government and other government agencies be 
abolished; 2 items be postponed to take effect; 17 items be revised; 14 items 
of forced collection, levy, and willfully-raised fees be put right; 29 items be 
continued; 43 items which extort money, materials, and labor from farmers 
be suspended; and 10 wrong practices related to fee collection and fee 
management be corrected. Apart from those which remain in effect, the total 
number of items comes up to 121, not including numerous administrative 
fees. Such a multitude of burdens weigh heavily on farmers. 

State Benefits. Benefits provided by the state also account for the 
increased gap between urban and rural incomes. For instance, in 1991, the 
average social security payment for urban residents was 413 yuan (not 
including in-kind and other allowances), while the average for rural residents 
was only 14 yuan (including aid, grant, and collective welfare income, etc.); 
thus the social security payments to urban residents were 30 times those 
made to rural residents, on average. 
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Most urban residents enjoy government-sponsored medical care; the 
average annual medical expense for cach urban employee was 180 yuan in 
1992. Most rural areas do not have adequate medical service and suffer a 
severe shortage of medical personnel. At the end of 1991, one-third of the 
rural townships did not have a hospital, and 84,000 villages (about 11.5 
percent of all villages) did not have a clinic. In 1992, for every thousand of 
the rural population, there were only 1.6 hospital beds, whereas for every 
thousand of the urban population, there were 4.1 hospital beds. For every 
thousand of the rural population in 1992, there were only 0.98 doctors, 1.8 
times fewer than in the urban areas; compared with the figures for 1965, the 
gap has widened. The infant mortality rate (infants who die before reaching 
one year of age, per thousand live births) in 1992 was 23.0 for rural areas 
and 14.5 for urban areas, while the general mortality rate (deaths per 
thousand population) was 7.1 for rural areas and 5.5 for urban areas (SSB 
1994). 

Urban employees also receive housing subsidies; in 1992, their rent 
made up only 0.9 percent of their living expenses. In rural areas, houses 
have to be built by the farmers themselves, and building expenses make up 
10 percent of their living expenses. A large proportion of farmers have built 
their houses with loans. Although the average living space per person has 
reached 18.9 square meters, 35 percent of rural houses are made of adobe 
and thatch. 

Great differences between urban and rural areas also exist with regard 
to the availability of transportation and telecommunication services. I 1992, 
8 percent of the rural townships did not have public roads, and 26 percent did 
not have a post office; 4.1 percent of the rural villages did not have postal 
service; and 3 percent of the townships and 56 percent of the villages did not 
have telephone service. Moreover, the number of telephones in rural areas 
has been on the decline. In 1980, 63 percent of the villages had telephone 
service; by 1991, the share had dropped to 43 percent. In addition, there is 
a severe shortage of modern means of transportation in rural areas. Long- 
distance public transport vehicles are old-fashioned and crowded, and traffic 
accidents occur frequently. In 1991, there were 177,000 rural traffic 
accidents in which over 41,000 people were killed, making up 77 percent of 
the total number of people killed in traffic accidents nationwide (SSB 1994). 

Most of the funds for education in China are allocated each year to the 
cities. The rural areas lack education funds, and they have to rely on self- 
raised funds to keep their schools in operation. The attendance (in-school) 
rate for school-age children in urban areas is 99 percent, whereas in rural 
areas, it is only about 80 percent. The situation is even worse in the remote 
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areas, mountainous areas, and nomadic areas, where the attendance rate is 
only about 50 percent (SSB 1994). 


INCOME GAPS AMONG INDIVIDUALS 
The Poor 


Poverty is the deprivation of the means needed to sustain life, namely the 
failure by an individual, a family, or a certain community to reach the 
minimum levels of living conditions set by a society. Poverty can be 
classified into absolute poverty and relative poverty. Absolute poverty, or 
subsistence poverty, means that in a certain social production mode and life 
style, the compensation for an individual's or a family’s labor plus other 
legal income is not enough to satisfy the basic needs of life. Relative poverty 
refers to the fact that in a society the living standards of some people are 
lower compared with others. 

The poverty standard or poverty line is a quantitative level at which poor 
persons or families are defined and usually refers to the amount of money 
required to buy the basic consumption items necessary for subsistence. 
According to Chinese nutrition experts, the minimum number of calories 
required for a person to subsist in China is between 1,400 and 2,000 calories 
per day. In 1985, the amount of money needed, on average, to ensure the 
supply of the minimum amount of calories for subsistence in China was an 
annual income of 124.8 yuan per person. The 1985 poverty line for rural 
residents was an annual income of 150 yuan; for ethnic-minority counties, it 
was 150 to 200 yuan; and for areas which were used as revolutionary bases 
by the communists before 1949, it was 200 to 300 yuan. 

China has a large population base that is poor. Since the beginning of 
reform and the opening to the outside world, the number of poor people has 
decreased considerably, but at present there still are a large number of poor 
people. From 1978 to 1985, China's population below the poverty line 
declined from 250 million to 125 million. From 1985 to 1990, the state 
invested 4 to 5 billion yuan annually and reduced the poor population by 40 
million. At present, China still has 80 million poor people, who make up 8.9 
percent of the country’s rural population and 9.1 percent of the world’s poor 
population; these persons do not have enough food and clothing and are 
living in absolute poverty (People's Daily 1991; Wang 1983). 

China’s poor are mainly concentrated in the 592 counties that receive 
substantial government subsidies. Most of these poor counties are located in 
mountainous regions (yellowish brown loamy formations deposited by the 
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wind), areas frequently inflicted with local epidemics, and reservoir areas 
(marginal areas which have a separate administrative authority). In the East, 
the poor counties are mainly located in the Yimeng Mountains and 
southwestern ard northeastern Fujian Province; in the Central, they are 
located in the Nuiu’erhu Mountains, the Taihang Mountains, the Luliang 
Mountains, and southern Jiangxi Province; in the West, they are located in 
the Dingxi drought area, Xihaigu, northern Shaanxi Province, Tibet 
Autonomous Region, southeastern Yunnan Province, the Hengduan 
Mountains, the Ninety Thousand Mountains, the Wumeng Mountains, and 
the northwest ¢f Guangxi Autonomous Region. The poor counties cover 
most of the provinces in the Central and the West. 

Poor areas are characterized by a backward infrastructure and poor 
living conditions: 1,700 townships (or 3.5 percent of all townships) and 
166,000 villages (or 21.0 percent of all villages) do not have access to public 
roads; 1,400 townships (or 3 percent) do not have electricity; 560 townships 
(or 1.2 percent) do not have postal service. Over 80 million people suffer 
from a chronic shortage of drinking water. In the reservoir areas, 95 million 
live under rather poor conditions and 1.04 million people have less than an 
average of 0.5 mu (or 0.0822 acres) of farmland. In addition, 5 million 
people live under extremely harsh conditions and will have to be transferred 
elsewhere to get out poverty. 

Medical facilities are inadequate in the poor areas: 2,123 townships (or 
4 percent of the country’s total) do not have hospitals. According to a survey 
of medical facilities in 300 poor counties that was conducted by the Ministry 
of Health in 1980, the maternal mortality rate (number of female deaths that 
occur during childbirth, per thousand births) was 202, more than two times 
of the country’s average of 95 per thousand births, and more than ten times 
of the rate for either Beijing Shi or Shanghai Shi. In China's poor 
southwestern mountainous area, only 1. to 30 percent of the children receive 
vaccinations for measles, pertussis, diphtheria, and infantile paralysis. 

The level of education is low in poor areas. In 1991, the Chinese Youth 
Political Academy organized a survey of elementary schools in 113 poor 
counties in 22 nrovinces. The survey revealed that in 1990 there was a 
shortage ©* © .60 \eachers (based on the assumption that twenty students 
require |. cher) and a total of 800,000 students were without teachers. 
In the -s surveyed, there were 5.1 million school-age children in 1990, 
but « pout 90 percent (or 4.56 million) were in school and poverty 
prevented the remaining 10 perceni from attending school (BYJ 1994). 


Xigozhy Li 
The Rich 


In the early 1990s, a high-income class began to emerge in China's urban 
population. While this class does not make up a significant share of the total 
urban population, it does possess a significant amount of wealth. According 
to a conservative calculation, at present this high-income class consists of 
about 5 million people nationwide, making up more than 3 percent of China's 
urban employees. Moreover, these persons appear to be concentrated in non- 
production activities. The income of this high-income class is at least 10 
times higher, if not more, than the lowest-income class (wage earners) and 
constitutes a new phenomenon not seen since the founding of the People’s 
Republic. 

There are currently a small number of millionaires and a larger number 
of persons with concentrated wealth in China, but there is no exact count and 
estimates of their numbers vary greatly. According 1990 statistics from the 
State Bureau of Industry and Commerce, there were 486 private business 
enterprises with assets over one million yuan (i.e., millionaires). Third 
quarter 1991 statistics showed that there were 723 private business 
enterprises with assets over one million yuan. The Development Research 
Center of the State Council reported that as of March 1993 there were over 
5,000 persons with assets over one million yuan, including more than 200 
persons with assets over ten million yuan. However, according to some 
long-time researchers of the private Chinese economy, the above numbers 
represent very conservative estimates of the actual number of rich persons 
in China. 

As of the end of 1992, Guangdong Province had over 250 private 
business enterprises with registered capital of between one million yuan and 
ten million yuan. In fact, in Guangzhou City alone, there were about 200 
private business owners with assets over one million yuan in 1990. In 1992, 
there were 1,100 private business owners in Haikou City with assets over 
100 million yuan. In Chengmai County, Hainan Province, there were over 
100 ten-million-yuan magnates. Among the independent contractors who 
were engaged in construction projects in Caixi Township, Shanghang 
County, Fujian Province, there were about 100 families with assets of over 
one million yuan, including five families with assets of over ten million yuan. 
In the coastal provinces, there were 30 to 40 families with total savings of 
over 100 million yuan. 

Nationwide, it is estimated that over 200,000 private bus'ness enterprises 
operated under the name of state-owned or collective establishments. In 
1990, the total registered capital of private business enterprises nationwide 
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was close to ten billion yuan, with each enterprise averaging over one million 
yuan. 

According to the State Statistical Bureau, at the end of 1992, private 
entrepreneurs in both urban and rural areas made up only 3 percent of the 
covntry’s total population, but possessed savings of over 320 billion yuan, or 
28 percent of total savings nationwide. Individual entrepreneurs and private 
business owners held 60.2 percent of the national total of cash on hand in 
1992. There were 11.2 million individuals and private entrepreneurs in 1993 
who possessed a total savings of 413 billion yuan, with each person 
averaging 37,000 yuan, which was 2.3 times higher than the average urban 
households’ savings nationwide and 10 times higher than the average savings 
of all urban residents (estimated at over 3,300 vuan). Of these individuals 
and private entreprencurs, some had savings over 100,000 yuan, constituting 
an even more striking difference between the rich and the ordinary urban 
residents. Apart from monetary and financial assets, quite a number of very 
high income people possess private passenger cars anv luxurious vacation 
homes, in stark contrast to most other urban residents. 

Who are these new rich? According to the Sampling Survey of Personal 
Income Distribution Among Urban Residents and related studies conducted 
by the Human Resource Institute of the State Planning Commission, the high 
income class is mainly composed of the following types of persons: upstarts 
in stock, futures, and real estate trade; high income private business owners 
and individual entrepreneurs; movie, TV, sports, and other entertainment 
stars; managers of new companies; contractors and operators; Chinese 
managers in some three-capital business enterprises; professionals for whom 
the demand is much greater than the supply; scientists and researchers who 
have contract research projects; taxi drivers; bank employees; and retired 
persons who have rejoined the workforce. Of these persons, the ones with 
the highest income are: private business owners and individual entrepreneurs; 
actors and actresses and their agents; Chinese managers in joint ventures; 
contractors of rural business enterprises; and all kinds of agents. High- 
income individuals are mainly concentrated in the coastal areas of the 
Southeast and in the big cities. 


Increasing Income Gaps Between the Rich and the Poor 


In the mid-1950s, the noted economist Simon Kuznets hypothesized that “in 
the early phases of industrialization in the underdeveloped countries income 
inequalities will tend to be wider before the leveling forces become strong 
enough first to stabilize and then reduce income inequalities” (Kuznets 1955: 
24). Subsequent empirical studies have tended to confirm this conjecture. 
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Based on data from the World Bank's Warld Development Report 1992, 
in low-income countries (those with a gross national product per capita of 
$610 or less in 1990) for which data were available, the average difference 
in the percentage share of household income in the lowest income class (the 
lowest quintile) and the highest income class (the highest quintile) was 5.8 
times; in medium-income countries (those with a gross national product per 
capita of more than $610 but less than $7,620 in 1990) the average difference 
was 10 times, with Brazil and Botswana reaching 26 times and 30 times, 
respectively; and in high-income countries (those with a gross national 
product per capita of $7,620 or more in 1990) the average difference was 
much smaller, only 6.8 times. But even within the group of high-income 
countries. there was wide variation: in Japan and Sweden, the difference in 
the percentage share of households in the lowest and the highest income 
classes was only over 4 times; in the United Kingdom, France, and Italy, it 
was about 6 times; while in Australia, the United States, New Zealand, 
Singapore, and Switzerland, it was about 9 times. 

The difference in income between the highest and lowest quintiles (i.c., 
the top-20 percent and the bottom-20 percent) in China's urban areas 
increased from 1.7 times in 1981 to 2.5 times in 1990; while the difference 
for rural areas increased from 2.9 times in 1978 to 4.5 times in 1990. The 
weighted average for urban and rural areas together was about 4 times. 
Compared with other countries, China's difference between the highest and 
lowest quintile income groups is not substantial. However, if families with 
the highest income are compared to those with the lowest income, the 
difference would be much larger. At present, there are about five-million 
families in China with an annual income above 10,000 yuan; whereas for the 
lowest-income families, the average monthly living expenditure income per 
person for urban residents is below 35 yuan and the average annual net 
income per person for rural residents is below 150 yuan. 

The number of poor people in urban areas is on the rise. For some 
families, their expenditures are greater than their income. Among the urban 
poor, most are employees in state-owned enterprises or collectively-owned 
enterprises. Because of poor economic performance, production at some of 
these enterprises has been suspended or reduced, resulting in diminished 
employee income. Also, some retired workers can barely make ends meet 
with their pensions, especially in the face of rising prices. According to 
official statistics for the first half of 1994, the number of urban residents 
whose average monthly income was below 103 yuan had reached 20 million 
nationwide; these persons belonged to the lowest income group. 

According to a sample survey conducted by the Henan Provincial 
government from January to June of 1993, the average annual living 
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expenditure income for urban residents was 878.64 yuan; for the low-income 
families (which made up 10 percent of the total surveyed), the average 
annual living expenditure income per person was only 423.99 yuan (with a 
monthly average income of 70 yuan), not enough to cover the expenses. Of 
this low income group, 75 percent were employees of state-owned enterprises 
that were in a state of long-term suspension, partially closed, or experiencing 
poor economic performance. 

Up to this point, I have corcentrated on the income gap between the rich 
and the poor in the urban areas. Now let us look at such gap among the rural 
population. During the People’s Commune period, egalitarianism was 
practiced in China's rural areas; the Gini coefficient (a measure of inequality 
in which one represents complete inequality and zero perfect equality) for 
farmer income was below 0.2, and the distribution ‘vas fairly equal. After 
1978, when reforms and the family responsibility system were implemented,‘ 
rural enterprises mushroomed, and the difference in income distribution 
among farmers began to grow. In 1990, the Gini coefficient for farmer 
income went up to 0.31 and then again increased to 0.33 in 1993 (SSB 1994). 

While the general income level for rural residents has risen, differences 
across various income groups have also been enlarged because of growing 
income and rising inflation. A comparison of data for 1985 and 1990 reveals 
yuan—have declined substantially in size: those with income below 200 yuan 
declined from 12.2 percent of all rural residents in 1985 to 2.0 percent in 
1990, while the subgroup with income between 200 and 500 yuan declined 
from 65.5 percent to 32.9 percent (see Table 4.3). In contrast, the two- 
grown considerably over the same period of time: those with income between 
500 and 1,000 yuan went up from 20.0 percent of all rural residents in 1985 
to 47.3 percent in 1990, and those with income above 1,000 yuan went up 
from 2.3 percent to 17.8 percent of all rural residents. Relative to the lowest 
income group, average income in the other groups was, in ascending income 
class order, 2.1, 3.8, and 7.6 times greater in 1985 and 2.7, 4.9, and 9.3 
times greater in 1990, reflecting an increase across all groups; however, the 
average income of the lowest income group declined relative to the other 
groups (Lin 1994). 
activities. According to a 1990 nationwide rural resident survey, the average 
net income of farmers engaged exclusively in farming was 1,097 yuan, while 
the average net income of those whose non-agricultural income constituted 
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over 80 percent of their total income was 2,293 yuan (2.1 times that of those 
exclusively engaged in farming). Such a difference is greater than the 
difference of 1.6 times between the highest-paying profession and the lowest- 
paying profession in urban areas (Lin 1994). 


TOWARDS A MORE EQUITABLE INCOME DISTRIBUTION 
UNDER A DEMOCRATIC FRAMEWORK 


As China’s market economy develops further, differences in income 
distribution will become a more evident feature. Meanwhile, government 
and market distribution mechanisms will exist side by side and continue to 
function together. Government distribution mechanisms mainly consist of 
financial policies and income distribution policies, which regulate the 
distribution and redistribution of national income in order to achieve social 
justice. Income received from the market economy will be necessarily 
distributed through the market mechanism. However, the objective of 
applying market distribution mechanisms is to improve economic efficiency 
instead of ensuring social justice. Market-oriented distribution mechanisms 
give rise to greater differences or even polarization in income distribution. 
Therefore, the government distribution mechanism should be brought under 
a democratic framework, where the rights and interests of social groups are 
secured. Such a governance system would be able to make up for the 
inadequacies of the market mechanisms so that social justice will be 
maintained to a certain degree. Income distribution in the modern market 
economy should be based on the market, but regulated by government 
mechanisms. As for the increasing differences in income distribution 
between regions, urban and rural areas, and individuals, they can only be 
adjusted and reduced through changes in government policies and the 
economic system in the course of further development of the market 
economy. 

To get out of the “low-level development trap,” underdeveloped areas 
will have to be provided with substantial economic aid and be engaged in 
economic relations with the outside world. The key to opening up these 
areas internally is to attract investment through multiple channels, raise 
considerably per capita investment, and use effectively available funds. 
During the transition to a market economy, the central government should 
strengthen its ability to regulate the economy on a macro level, based upon 
private property rights rather than the socialist notion of public ownership, 
and utilize its financial resources to fully regulate regional interests to smooth 
out and eventually reduce regional differences. The central government 
should attempt to balance development nationwide and try to maintain 
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political stability by investing available resources in the underdeveloped 
areas. Such investment should concentrate on infrastructure (such as 
transportation and communication systems) and on reforms of the economic 
system to cultivate non-state-owned business enterprises and promote 
economic activities on a micro-level so as to lay the groundwork for 
development. 

Meanwhile, the central government should encourage the establishment 
of a market economy with fair competition and suspend economic privileges 
which hinder reduction of regional differences, especially the preferential 
policies enjoyed by the high-income areas. The government should support 
and help the underdeveloped areas in reducing the number of the poor. 
Helping the poor should start with aid and then evolve into developmental 
support so as to build up the “blood-making” capacity of the underdeveloped 
areas. The government should support and help the minority nationality 
areas to speed up their economic development and enable them to benefit 
from the fair exchange and utilization of their resources. 

The underdeveloped areas should make full use of mutual and 
supplementary economic relationships that have been forged on the basis of 
regional differences, use local labor resources to attract technology and funds 
from developed areas, participate actively in domestic and international 
trade, expand the capacity and magnitude of the market, and promote the 
development of the local economy. At the same time, another important task 
for the underdeveloped areas is to change the function of government 
agencies and speed up reform of government institutions. Institutional 
reform is of great significance to increasing efficiency in government 
agencies and strengthening their public service function. Streamlining 
government institutions is a necessary step in reducing the financial burden 
on individuals and building up a market economy. In terms of structural 
reform, the underdeveloped areas should learn from the developed areas to 
vigorously promote growth of non-state-owned business enterprises and to 
privatize the state-owned enterprises. 


CONCLUSION 


The urban-rural income gap has become one of the bottlenecks for China's 
economic development. It is a potential source of social unrest, too. The 
root cause of the urban-rural differences is the dual economic structure, the 
determinants of which cannot be eliminated in the short run. With further 
development of the market economy, cities will continue to maintain a higher 
rate of growth anc a more rapid pace of structural adjustment. Because the 
outstanding problems in rural areas (such as slow growth of agricultural 
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production, constraints on rural business enterprises, and relatively low 
income of farmers) cannot be solved in a short period of time, it is likely that 
the urban-rural gap will continue to expand. 

In China, the expansion of the differences between urban and rural 
incomes is, to a great extent, related to the system which gives preference to 
the cities. Therefore, the reduction of urban-rural differences should begin 
with adjustment of those interests. Price scissors and inadequate investment 
in agriculture are important factors which prevent development of agriculture 
and increases in farmer income. The government should gradually reduce 
the inequality embodied in these government policies and restore a balanced 
relationship between urban and rural areas by utilizing the market 
mechanism. In addition, price and tax reform should be implemented to 
strengthen the position of agriculture in the marketplace. 

The welfare system and the resident registration system are two other 
important barriers standing between urban and rural areas. The welfare 
system is characterized by government-ensured supply and ration as well as 
other benefits. Once an individual obtains access to these benefits, a lifetime 
supply is guaranteed. Reform of the welfare system must include reform of 
the housing, medical care, and social security systems. 

It will also be important to set up equal-opportunity market mechanisms 
to promote mobility of labor between urban and rural areas. The existence 
of “farmer (or peasant) workers” (mingong), that is, farmers with rural 
residential registration working in urban areas, is a reflection of the 
inequality in labor force exchange between urban and rural areas. Cities 
accept and benefit from cheap labor from rural areas, but do not provide fair 
compensation for such labor. Because of their different “identities” 
established under the residential registration system, farmers and urban 
workers doing the same job do not receive the same pay. Farmer-workers 
are usually engaged in undesirable jobs and have to put up with poor living 
conditions. In addition, farmer-workers have to pay all kinds of fees 
collected by relevant agencies in cities. It is difficult for farmers to move to 
and live in cities; there exist immense constraints on the free flow of labor 
between urban and rural areas. 

Regulation of income differences between the rich and the poor should 
be focused on the problems of unlawful income, poverty, and inflation. The 
government should not set income caps through administrative means. As 
for high income derived from lawful operation of businesses and honest 
labor, the law should provide protection. The income differences caused by 
this kind of high income should be effectively regulated through taxation. 
Those who take advantage of the incompleteness of the legal system, the 
inadequacy of reform policy, and the loop-holes in the regulating system to 
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ovtain their income by misappropriating state resources or by erzaging in 
unlawful profiteering activities such as embezzlement, bribery, the 
manufacture and sale of poor-quality products, smuggling and the sale of 
smuggled goods, deceptive business practices, monopoly of the marketplace, 
tax evasion, and so on, should be dealt with sternly by legal means. 

The government should formulate anti-poverty and social security 
policies to provide help to those in the lowest income classes (i.e., farmers 
in poor rural areas and urban workers in state-owned establishments with 
poor economic performance). The government should also try to improve 
the social security, insurance, and financial aid systems to help satisfy the 
basic needs of life for those in these lowest income classes. 


Notes 


1. This paper originates from a research project done at the China Strategic 
Institute. A number of the Institute's research associates inside China have 
commented on and contributed to this project at various stages, though the 
author remains responsible for any errors and shortcomings in this paper. 
2. Sideline production is defined by China’s State Statistical Bureau as 
production that includes the collection of wild plants, hunting of wild animals 
and fowls, and handicraft and other industries concurrently run by farm 
households. 

3. Price scissors (or the price disparity between industrial and agricultural 
products) are the result of the state policy of suppressing the prices of 
agricultural products in order to shift resources to the industrial sector. 

4. Under the household responsibility system, land was reallocated and 
cultivated by individual households under contract and non-agricultural 
industries, including cottage industries, were promoted and peasants were 
allowed to keep and use sideline production as well as agricultural production 


under contract. 
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PART I: 


Social, Legal, and Political Ramifications 
of Labor Market Changes for Future 
Developments in China 


5. THE PAST—AND FUTURE—OF LABOR 
LAW IN CHINA 


James V. Feinerman 


This paper presents a brief, but comprehensive, summary of the history, 
current state, and future of Chinese labor law. Such an endeavor requires 
consideration of numerous questions of practical implementation which stem 
from the legal regulations that are outlined below. Usually in any overview 
discussion of Chinese law, | find it advisable to preface my remarks—and 
then constantly remind the reader—that mere description of the legal rules 
gives an impression of the system in its ideal form. The effectuation of many 
of these legal rules is, to say the very least, problematic. The authors of the 
other papers in this volume make those points about other aspects of China’s 
labor system, ranging from social welfare legislation to the actual operation 
of China’s trade union system. As lawyers often do, I would like simply to 
“incorporate by reference” what other authors have written about those 
issues and concentrate essentially upon the legal system. 

to a discussion of the state of labor regulation as it exists at the end of the 
twentieth century. The remainder of the piece provides a broad outline of 
some recent developments that are still in progress, drawing upon some of 
the issues addressed by the other authors in this volume.' 


POST-1949 HISTORY OF CHINESE LABOR LAW 


Obviously, labor law and labor regulation has been an important issue 
throughout the history of the People’s Republic of China (PRC), close to the 
heart even of the late Chairman Mao. Since its inception, the Communist 
Party of China has pretended to be the vanguard of the proletariat and the 
leading edge of the working class. It has remained important for the party 
and the state leadership to be on top of labor issues.’ As a result of this 
ideological requirement, China's Communist Party leaders have taken a great 
interest in labor law. In fact one of the very first laws that was ever passed 
after the founding of the PRC—indeed four years before the PRC's first 
constitution even came into force in 1954—was the 1950 Trade Union Law 
which established the All China Federation of Trade Unions (CLFB 1985a). 
Readers familiar with Chinese labor issues may already be aware of this fact, 
but for those that are not, I think it’s fair to say that the All China Federation 
of Trade Unions (ACFTV) is a rather supine party-controlled state-organized 
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union that bears very little resemblance to a serious, free trade union 
common in democratic societies—that is, an honest organization of the 
working people who are its members, created and controlled by them (Lee 
1986). Yet this organization—the ACFTU—has been in place virtually from 
the beginning of the PRC government, and it was established by this very 
early piece of legislation that really initiated China’s modern era of labor law 
(Ottley and Lewis 1982). 

Throughout the 1950s and even into the 1960s and 1970s, a series of 
laws were put into place that governed everything from labor insurance in the 
early 1950s (Wang 1976); to the 1956 statute that established an cight-grade 
wage scale which, in altered form, is still in place in many state-owned 
enterprises in China (Zheng 1987); and to a 1957 law that created staff- 
worker congresses which are different than trade unions—a type of enterprise 
unions, not vertically organized, and under the control of the ACFTU, but 
obviously still controlled by the local-level party operative: (Chan 1982). 

In the 1975 constitution, which was written by the Gang of Four and 
replaced the earlier Maoist 1954 constitution, the right to strike was actually 
inserted, some say at Mao’s personal urging, as a constitutional right in the 
Chinese system. It did not last very long. Although the right to strike was 
reiterated in the 1978 constitution, that constitution was actually amended a 
year or two later to remove the right to strike. At that time, the argument 
was made that since the workers were the masters of the people's state, who 
else would they be striking against except themselves if they were to go out 
on strike? In the light of this logic, the right to strike was superfluous and 
unnecessary. 


LABOR LAW OF THE EARLY REFORM ERA 


Following the ascendancy of Deng Xiaoping and the dawning of the 
1980s—along with the period of economic reform that actually began with 
the Third Plenum of the Eleventh Communist Party Central Committee in 
1978—the modern era of market economic reform has given rise to three 
groups of labor legislation which are worth noting.’ In the scope of this 
paper, it will not be possible to describe them all exhaustively, but their 
broad outline can be sketched. 

The first group of labor regulations was for general application. They 
were meant to be implemented in what were then referred to as state-owned 
enterprises and to some extent also came by default, at least until they were 
recently replaced, to apply to other forms of domestic Chinese enterprises. 
A second set of labor regulations was a body of new labor regulations that 


dames V. Feinerman _ 121 


began to be established in China with the reform period beginning around 
1980 (Moser 1987). And then, finally, there is a third group of regulations 
established in the PRC's special economic zones, five of which have been 
created in various parts in the southeast of China (Pow and Moser 1987). 
Each of these zones are subject, somewhat confusingly, both to provincial- 
level regulation which applies to all the special economic zones in an 
individual province and then also to individual zone regulations which apply 
only within those particular zones. 

These important new pieces of legislation—which in many ways 
continued the overall theme of the 1950s legislation—were, broadly speaking, 
protective of labor in the Communist Party's own view. In fact, they did 
very little to empower individual workers or their representatives—the people 
who were supposed to protect their interests under the then-prevailing 
system—to challenge the Chinese state or enterprises to provide the full range 
of rights and opportunities, and to have those rights vindicated: things that 
we take for granted in the labor law systems of democratic countries. In 
many cases, the laws operated in some ways to dampen what might otherwise 
be legitimate worker protests and to force workers to operate outside the 
system, and “go underground” or undertake wildcat actions because of the 
limited options they have had under the official system. 

Nevertheless, beginning with the reforms of the late 1970s and early 
1980s, economic changes required the system to introduce both the practice 
of contract employment and contract employment legislation, which came 
into effect in 1983. It is quite clear from this period that Chinese 
employment legislation has at least in some ways become more in line with 
law that is recognizable internationally, even if its overall effect has 
remained, in many important ways, to limit the actual rights and some of the 
privileges that employees of Chinese state-owned enterprises, in particular, 
enjoyed previously (Helburn and Shearer 1984). Contract employment 
regulation is, perhaps, only the most salient example of this phenomenon. 

In many cases, the provisions for contract employment did away with the 
longstanding understanding that labor would be employed in any state-owned 
enterprise under the terms of what Chinese citizens continue wistfully to call 
the “iron rice bowl” (Chang 1986). Such legislation made it quite clear that 
a much more limited package of benefits and a much shorter and definite 
term of employment was going to be offered to Chinese workers, at least 
under this new regime, from then on. Moreover, beginning in the carly 
1990s, to bring this discussion up to the present, a series of laws were put 
into place, including two very important ones, which | think have recast, 
although in some cases have only reiterated, the overall understanding with 
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respect to workers’ rights in China. The first was the 1992 Trade Union 
Law, and the second was the 1994 Labo. Law. 


RECENT ATTEMPTS TO REFORM LABOR LAW 


Since 1991, the PRC has promulgated a number of new labor laws and 
regulations, including a new Trade Union Law (1992) and new Labor Law 
(1994). Although the impetus for both of the new major pieces of legislation 
was to make Chinese labor law fully compatible with the demands of a 
market economic system, each of them perpetuates many of the Maoist or 
socialist anomalies of China's earlier labor regime while selectively 
modernizing or adapting the overall structure. 


The 1992 Trade Union Law 


The 1992 Trade Union Law continued to emphasize the system that is 
euphemistically described in communist parlance as democratic centralism 
(SCNPC 1993). This means that everyone down below does what the party 
center tells them to do and the trade union mechanisms are al! vertically 
integrated, controlled from the top by the ACFTU. 

Most clearly, the 1992 Trade Union Law (similar in many respects to the 
1950 Trade Union Law) did much to maintain the status quo ante, but with 
a few new wrinkles. For example, in Article 3 of the law, both physical and 
mental laborers are given the right to form unions if they earn their living 
primarily from wages; previous law would not have extended such right to 
the previously suspect class of intellectuals. On the other hand, trade unions 
are now supposed to be established according to principle of “democratic 
centralism” (Article 11), with the trade union at next highest governmental 
level having the responsibility to approve formation of lower-level unions 
(Article 13). As before, ultimate control over union activity, including union 
formation, remains with the Communist-Party-dominated ACFTU, reflecting 
very little change in the actual governance of trade unions. 

While the 1992 law reiterates in many ways the 1950s Trade Union 
Law, it has some particular provisions that were meant, | believe, to 
strengthen or at least to provide the wherewithal for unions to do some of 
their jobs. For example, one of its provisions (Article 36) says that Chinese 
enterprises are now required to pay two percent of total wages as trade union 
operating funds; in addition, the enterprises are expected to pay all the wages 
and benefits of full-tsme union personnel for the duration of their service in 
union positions (during which time they are relieved from most, if not all, 
other work responsibilities). The law also allows trade unions to make 
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collective contracts with enterprises, but this is rather a two-edged sword, 
since it also means tha: all the workers in such enterprises are subjeci to a 
form of collective negotiation; however, the experience, | think, since the 
1950s has been that workers have very little input into arrangements that are 
made for their employment. Rather they have been recipients of a negotiated 
deal that is given them with no ability really to influence its contours. 

The 1992 law was also supposed to provide for greater involvement of 
the trade unions in occupational safety and health matters, and this has 
become a very serious concern. Worker protection has always been a 
difficult issue in China, but as the publicity has come out—particularly with 
the added knowledge we have of the way factories operate as foreign 
ventures—it is clear that China has a very serious problem of poor 
occupational safety and health. Yet this new responsibility for worker health 
and safety appears to be cast against a parallel responsibility that unions have 
to continue promoting enterprise output. Under the 1992 law, trade unions 
are now empowered to protect worker health and safety (even to urge 
abandonment of dangerous work sites) but retain a somewhat contradictory 

ongoing responsibility to maintain continuous production (Articles 24 and 
8), So So on the one hand, unions may be allowed under this law to stop work 
as a result of poor safety or health conditions, but ai the same time they are 
urged under another provision of the same law to try as quickly as possible 
to get their workers back to work-—perhaps even before the unsafe conditions 
have been « ‘rrected. 

Overall, the new 1992 Trade Union Law emphasized the union role in 
training, educating and motivating workers (upholding the state interest in 
continuous production and smooth functioning of the newly market-oriented 
economy) rather than meaningful advocacy of Chinese workers’ interests by 
trade union representatives. 


The New 1994 Labor Law 


In 1994, a new Chinese Labor Law was passed (CLFB 1985b); its scope is 
rather broad, so it is impossible to do more than summarize its main points 
and relate them to current developments while remaining within the 
constraints of this paper. This new labor law makes some significant 
advances over the previously existing law. For example, the new law makes 
clear that all workers are supposed to be employed pursuant to a labor 
contract, although as other authors may have noted, this provision does not 
actually always work in practice.‘ Moreover, the terms of that labor contract 
are supposed to set out every individual worker's contractual relationship 
with his or her employer. The new law also sets overall standards for paying 
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benefits, although local governments are expected to set actual pay scales 
based on regional considerations and prevailing prices in that locality.’ It 
makes provisions for social insurance and sets up new requirements for such 
insurance.* The law also sets requirements for hours and overtime. In 
keeping with its terms, Chinese workers are now supposed to work either an 
eight-hour day or a 44-hour week with rising scales of overtime pay, 
depending upon how many hours of overtime they work, but with limits even 
on that overtime. Also, there are new requirements for occupational safety 
and health; for training; and, importantly, for retraining workers who have 
been made redundant and for setting up rational procedures with formal 
terms that workers can understand as to how termination, when it happens, 
is supposed to be carried out. The new law also attempts to provide better 
protection both for women workers and for minors and to forbid absolutely 
child labor below a certain age. Finally, it also sets up provisions for 
resolving labor-related disputes.’ One interesting feature of the new law is 
that it uses the previously taboo term “unemployment” rather than “awaiting 
employment” to describe out-of-work Chinese laborers (Articles 70 and 73). 

The draft of the 1994 Labor Law was revised almost thirty times; years 
intervened between its initial draft and its final enactment, demonstrating 
both the policy debates surrounding its terms and societal impact of its 
implementation. The details of certain provisions are worth some 
examination to illustrate the important changes they reveal in China's 
economy and labor market. For instance, the law makes new requirements 
of the labor contract, which must be a written document containing new 
mandatory provisions about such matters as duration of the contract, job 
even grounds for termination. Furthermore, collective contracts with staff 
and workers are also governed by the provisions for labor contracts in the 
new law, albeit at the level of the least common denominator rather than 
establishing a serious, new higher threshold. 

Remuneration and benefits are also subject to new scrutiny under the 
1994 Labor Law. In the light of new economic realities as China moves 
toward the market, some autonomy is now permitted in wage distribution, 
but disturbing echoes of Marxist rhetoric persist—workers are to be paid 
each “according to [his] work” under the principle of “equal pay for cqual 
work.”* Local governments are expected, with an eye to prevailing local 
standards, to prepare minivaim pay provisions. Another bow to market 
economic imperatives are new provisions for social insurance, which both 
government and enterprises are expected to develop for retirement, illness, 
injury, work-related disability, occupational disease, unemployment, and 
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childbearing; supplementary insurance for workers is also supposed to be 
maintained by each Chinese enterprise. 

New rules also appear in the 1994 Labor Law about maximum hours, 
establishing an eight-hour day and a 44-hour week as the national standard. 
In keeping with China’s constitution, every Chinese worker is guaranteed one 
day of rest per week. Overtime work hours are ordinarily limited to one 
hour per day; in special circumstances, overtime may amount to a maximum 
of three hours per day or 36 hours per month. Overtime pay is required to 
be paid at 150 percent of normal pay rates, and at higher rates of 200 percent 
on rest days and 300 percent on holidays (Yang 1995). 

Occupational safety and health have become new official concerns of 
Chinese labor law; this legislation attempts to establish and to “perfect” 
protective systems with adequate process, worker education, and appropriate 
governmental checks on compliance. New interest in worker training—and 
re-traini"g—requires enterprises to budget amounts for this purpose in accord 
with national regulations. A new system of certification is supposed to be 
put in place to recognize those workers who have acquired particular 
occupational skills. 

Termination provisions in the 1994 law allow enterprises new freedom 
to fire workers, under the terms of labor contracts. A few circumstances 
permit immediate termination for workers who prove unqualified or who 
violate workplace rules or state law. In most other circumstances, thirty 
days’ notice is required for termination, including layoffs for economic 
reasons. Enterprises must hire laidoff workers if rehiring within six months 
of any layoff; moreover, there are also some protections against termination 
or layoff for sick or pregnant workers, especially those who may have 
contracted some occupational disease or work-related injury.” 

Unionization is fostered by the promise in the new law of democratic 
management rights, including independence (in accordance with the law) of 
staff-worker congresses to participate in enterprise management and to 
protect their legal rights and interests. Further protection is supposed to be 
insured by provisions for resolution of labor-related disputes—including 
consultation, mediation, arbitration, and adjudication, when necessary. The 
range of possibility begins with mediation at the level of the initial hiring 
unit, then proceeds to arbitration at the higher levels of the labor 
bureaucracy, ending with the final resort of court litigation and enforcement 
actions. The new law also extends in the context of labor legislation other 
protections of women and minors elsewhere in Chinese law; they are 
supposed to be guaranteed equal opportunity and non-discrimination along 
with protection against dangerous working conditions. 
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Such is the overall national statute; but before making any future 
prognostications about Chinese labor law, it should be noted that at the same 
time this new national labor law is being implemented, a large number of 
special and local rules are being promulgated as well, and labor legislation 
is appearing all over China, not only at the provincial level but also at the 
municipal level. Obviously, these additional pieces of legislation are too 
numerous and variegated even to begin to describe. Nevertheless, there is 
legislation at almost every lower level that is subject to this overall national 
labor law, and special ruies are being set up to protect workers in particular 
kinds of enterprises. In the context of overall economic reforms discussed 
by other authors in this volume, it shouid be noted that enterprises moving, 
for example, to share ownership are subject now to special regulations 
regarding how they have to treat not only their management employees but 
also their workers and the kinds of decisions that have to be made about their 
ownership rights, about how state assets are divided, and about procedures 
for increasing their compensation. 


RISING INDICATIONS OF LABOR UNREST 


Obviously this system, which has continued in reality since the 1950s, has led 
to some labor unhappiness, and there has been severe labor unrest in China 
over the last several years—in many ways an outgrowth of some social 
phenomena that the Chinese leadership failed to improve after the events 
related to the Tiananmen Square demonstrations in the spring of 1989."° But 
I think that one of the developments that led to the government's crackdown 
was the fear that for the first time workers would organize truly autonomous 
unions. Dongfang Han, a contributor to this volume, can speak from 
personal experience about his organizing one of China’s first truly 
independent workers’ organizations, the so-called Beijing Workers’ 
Autonomous Federation.'' Such an occurrence—much more than the 
Communist Party leadership's reaction to a few intellectuals and students 
demonstrating in Tiananmen Square—may have in reality precipitated the 
more severe crackdown on June 3-4, 1989. Real worker autonomy, and the 
subsequent attack on the Communist Party and state autocracy, was the 
Beijing government's worst nightmare, putting the lie to their claim to be in 
the vanguard of the proletariat. Yet the events of the spring and summer of 
1989 must be considered in combination with the social realities that are 
surveyed by other contributors in this volume. 

The past decade and a half has seen the decline of China’s state-owned 
citerprises, the breakdown of the old “iron rice bowl” system, high inflation 
rates, and poor pay (declining in real terms because of inflation and in 
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comparison with peasant incomes in the agricultural countryside). At the 
same time as inflation is rising and prices are getting out of hand in China’s 
major cities, Chinese workers are haunted by the growing numbers of 
dismissals of redundant workers as state-owned enterprises try to downsize 
and move toward a market-oriented economy and place new demands on 
unskilled workers to try to improve their skills (move “up market”) and to 
do better in more highly technical tasks. Increasing dissatisfaction with poor 
occupational safety and health conditions has led to everything from wildcat 
strikes to even the formation—although these phenomena are rather hard to 
document'*—of underground unions which attempt to do for their Chinese 
worker members what the formal state authorized unions have failed to do. 

Other contributors have discussed such phenomena as the reduction of 
government subsidies and political support for state-owned-enterprises; as a 
result, the living standards of Chinese workers employed by them has 
dropped precipitously. At the same time, due to parallel economic reforms, 
urban residents who are most likely the employees, or members of families 
with state enterprise employees, have experienced over a decade of 
continuously high inflation. For more than a few Chinese workers, the final 
blow in the process of economic restructuring comes with the dismissal of 
surplus labor as state-owned enterprises are streamlined, due to diminished 
state subsidies, or become privatized or collectivized (Vause and Vrionis 
1988). 

Even for those workers whose jobs are not eliminated completely, non- 
payment or slow payment of wage and benefits by failing enterprises 
effectively deprives them of the fruits of employment in much the same 
fashion. Market orientation of the Chinese economy, combined with 
internationalization and technological innovation, make new demands on 
many poorly-skilled Chinese workers. Their enterprises are finding it 
increasingly difficult to respond creatively to these challenges; some collapse 
under the pressure, and others accommodate by staff changes which 
disadvantage the workers least likely to find alternative employn.*nt in the 
emerging market economy. 

Both Chinese enterprises and Sino-foreign joint ventures have changed 
the terms of employment for the majority of Chinese workers. One 
manifestation of a new regime is stricter administration of factory rules and 
discipline, previously enforced and interpreted liberally when important 
employee interests were concerned.'’ At the same time that workers’ rights 
and benefits have been adversely affected by economic imperatives, poor and 
unsafe working conditions have proliferated as a result of the “bottom-line” 
orientation of new enterprises. Particularly at fault are joint ventures with 
Hong Kong and Taiwan investment, whose ethnic, cultural, and linguistic ties 
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with the localities of their investment seem to have immunized them from 
serious enforcement of existing occupational health and safety regulations. 
Multinational concerns from the United States, Europe, and Japan, on the 
other hand, appear to enforce their (usually high) global standards in their 
China operations. In sum, the rise of a market-driven economy leading to 
the end of China’s “iron rice bowl” mentality can be viewed as 
conducive—in many ways—to severe decline in workers’ economic well- 
being and livelihood. '* 

At the same time, the stature and legitimacy of China’s trade unions and 
official labor leaders have been compromised by the notable lack of union 
advocacy of workers’ interests. Obviously, a state- and party-controlled 
labor bureaucracy would not be likely to cross swords with the highest levels 
of leadership regarding labor issues where the entire direction of the Chinese 
economy for the past fifteen or sixteen years has been to the contrary. Their 
role, in the official view, has rather been to make the economic decisions 
taken at higher levels palatable to the rank-and-file laboring class. One result 
of this failure to protect legitimate workers’ interests has been the appearance 
of “underground” unions—renewing the threat of genuine labor unions raised 
by the Workers’ Autonomous Federations of the Tiananmen era. While such 
organizations are by no means widespread in China today, their mere 
appearance is a rebuke to official labor and troublesome to governmental 
authorities. Coupled with sporadic worker actions such as wildcat strikes, 
walk-outs, etc., they demonstrate a need for serious attention to labor 
concerns and the potential explosiveness of worker discontent in the face of 
economic change. 


FUTURE DIRECTIONS FOR CHINESE LABOR LAW 


Prognostications for the future are always dangerous where Chinese 
legislation is concerned. Although what follows is based on some diligent 
reading of the Chinese legal press and some recent discussions with officials 
at the Chinese Ministry of Labor, the wide range of new regulations already 
in preparation may take some time in both promulgation and eventual 
implementation. Three areas are particular concerns of the Ministry of 
Labor and, thus, likely candidates for more immediate attention. The 
Ministry's interest is, in turn, generated by the pressing economic realities 
of China’s increasing marketization and its effect on Chinese labor. 

The first is the whole area of employment training. There are new 
regulations in preparation that would create employment training centers all 
over China. This is one way to deal with the problem of redundant workers 
and to try and get other organizations besides the Ministry of Labor and the 
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enterprises that are laying off the workers involved in the sort of overall 
social process of reemploying these people, by getting them back to work 
throvgh training them for new employment. The Ministry also intends to set 
up ali over China local labor exchanges, along the British model, that would 
make it possible for workers to have a regular place to go to find new jobs 
and to apply for job training. 

Staff of China’s Ministry of Labor have observed that China’s training 
system has not yet developed “suitably.” As a result, other institutions 
besides the Ministry of Labor have become involved in trying to remedy gaps 
and failures in the worker training process. New legislation to be introduced 
would have to deal with four pressing social problems: job transfers, 
certification procedures, financing of training, and design and content of new 
training programs. Once new employment services organizations are 
created, they too will have to be regulated with respect to: (a) organization 
and terms of service; (b) responsibilities for such matters as worker 
registration, counseling, labor market information, and determinations of 
special staffing needs; and (c) management rules for employment services. 

The second major area of concern are new regulations underway with 
respect to employment contracting, including employment contract 
termination regulations that are meant to spell out the responsibilities, 
particularly between the enterprise and other state entities, for the welfare of 
redundant workers. Previously, I think, the futures of workers that have 
been laid off have been held hostage to the resources of the enterprises that 
have laid them off. One circumstance that these regulations are meant to try 
to improve is the overall system of support for the coverage of people who 
face long-term unemployment because their jobs are being eliminated. There 
is, SO to speak, a turf war going on here between the Ministry of Labor and 
the Ministry of Personnel, a separate State Council agency that also has some 
responsibility for staffing and employment. 

Before these controversies can be settled, major issues will have to be 
confronted regarding such basic matters as ownership (both as an economic 
fact and a legal concept) and labor’s role in Chinese enterprises. In addition 
to existing labor contract regulations, laws about collective (i.e., non-state- 
owned enterprises) labor contracts and illegal labor contracts are being 
prepared. As currently envisioned, all labor contracts would have fixed 
terms (likely three years), with standard provisions for termination and for 
establishing legal responsibilities in cases of normal termination (at the end 
of the contract term) and termination before the end of the contract period. 
The scope and coverage of these laws, as well as oversight responsibility, 
remain somewhat unclear. 
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Third, there are new regulations being drafted in the area of 
unemployment insurance which have focused on three key issues. One, there 
is a need to expand coverage of unemployment insurance from just those few 
workers who work at the best endowed state-owned enterprises to cover 
virtually all workers in China. Two, regulators hope to create an insurance 
system which is better able to withstand the challenges that will be faced as 
China moves toward a market-oriented economy by not only combining 
employer's contributions but also making workers pay in, much as 
Americans are used to doing under Social Security. Finally, a new sysum 
will regulate payment standards for unemployment insurance linking 
payments to participation in employment services programs and efforts at 
retraining. Thus laidoff workers will not be able to go on the dole long-term 
but would only be able to get payments at the maximum level for a rather 
minimal period of three to six months (or, at the most, twelve months) and 
then have future payments contingent on their participation in retraining. 
Long-term unemployment relief would be neither affordable nor advisable 
under this new system. Rather, once unemployment insurance payments 
end, those still without jobs would have to rely upon other forms of social 
relief for their subsistence. 


CONCLUSION 


Necessarily, this has been a rather quick four de horizon, a forced march 
through much material, but I hope that | have at least covered the basics. 
Three overall concerns remain to be resolved by Chinese authorities 
administering the system and determining new legislation in the future. The 
first is the completion of a comprehensive legislative framework to deal with 
the labor law issues that will necessarily arise in China’s increasingly market- 
oriented economy; here the work is well under way. Second, the integration 
of a system which comprises both national laws and local regulations, with 
some significant differentiation between Chinese-owned and foreign-owned 
enterprises, will continue to prove a complex task; in this effort, coordination 
and consistency will likely prove quite difficult. Finally, implementation of, 
and compliance with, labor law and regulation will challenge the best 
attempts of Chinese leaders and officials charged with the task. The rule of 
law has only tentatively begun to come to China; official corruption and 
Communist Party interference plague the government, even the judiciary :” 
legal profession. Selective non-enforcement of national regulation in tix 
furtherance of local economic interests remains a constant problem. Without 
a strong advocate of their own to promote their interests (given the weakness 
and official domination of the ACFTU and local-level trade unions), Chinese 
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workers will have to make great efforts to hold onto benefits already gained 
and to cope with even greater challenges resulting from ongoing economic 
change. 


Notes 


1. Few sources are available in English for the study of Chinese labor law. 
Two excellent works are Josephs (1990) and Asia Law and Practice (1994). 
2. Proletarian leadership requires placing “masses of workers” in control 
of Chinese enterprises. See, for example, Mao (1979). 

3. For aconcise but comprehensive introduction to the social and economic 
context for the contemporaneous legal reforms, see Josephs (1988). 

4. Indeed, this has been required for workers in state-owned enterprises by 
previous Chinese law since at least 1986; see FBIS (1986). 

5. One example, reported in the English-language newspaper China Daily, 
is: “Shandong Outlines Extensive Labour Law” (China Daily Business 
Weekly 1994). 

6. Beyond mere minimum wage standards, it even has affected the debate 
over medical insurance—often provided as part of the package of workers’ 
benefits; see, for example, Zou (1994) who advocates cost-sharing by 
employees as a solution to rising medical expenses. 

7. These provisions do not appear to conflict with procedures for settling 
labor disputes, “PRC Regulations for Hrndling of Enterprise Labor 
Disputes,” which became effective August 1, 1993. 

8. A long tradition of worry about exploitation of workers has persisted 
during the reform era; cf., regulations of the Ministry of Personnel and State 
Commission for Restructuring the Economy in 1992, “Tentative Provisions 
for the Administration of Labor and Wages in Share System Experimental 
Enterprises,” (June 1, 1992), and “Tentative Procedures for Administration 
of Personnel in Share System Experimental Enterprises,” (Sept. 17, 1992), 
which tie wages to productivity of newly established share companies and 
delineate responsibilities of managers, directors, and shareholders for 
personnel matters. 

9. Nonetheless, unemployment as a result of firing redundant workers has 
become an enormous problem in China; see, for example, the feature story 
in China Economic News (1995) that reports almost five million 
“unemployed” urban residents and many more “underemployed” but still 
working in dying state-owned enterprises. 
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10. It was reported that workers disgruntled by rising unemployment, 
increasing inequality, and rampant inflation had initiated over 100 strikes and 


work stoppages in 1988 (Donnet 1989). 

11. See Chapter 8 of this volume. 

12. International human rights groups have been gathering some information 
about such developments. 

13. High-profile foreign joint ventures, however, may not have as free a 
hand as their Chinese competitors; see also Lewis and Fleshler (1987: 12) 
who report that Shanghai Volkswagen's general manager did not have the 
right to fire any worker who had violated discipline rules. 

14. One exception, at least in terms of formal legislation, may be female 
employees, now subject to new protections; see, for example, CLP (1988). 
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6. THE IMPACT OF CHINA’S 
CHANGING LABOR SITUATION 
ON U.S. ENTERPRISES 


Paul J. Lamb 


In addressing the «* «aging labor situztion in the People’s Republic of China 
from the perspective of U.S. business, one is reminded of a Chinese idiom: 
“He who hunts two hares at once leaves one and loses the other.” In other 
words, China is playing a risky game in trying to attract foreign investment 
and advanced technologies while simultaneously enacting a series of labor 
reforms which are likely to boost operating costs. The goal of U.S. 
companies and other foreign-invested enterprises (FIEs) in China is, of 
course, to benefit from low labor and production costs and produce for a 
rapidly expanding consumer market. The higher the cost of doing business, 
the less attractive the Chinese market becomes. 

From the Chinese perspective, however, labor reforms are a necessary 
step in the transition to a marketized economy. A new labor law and 
upcoming social insurance law are aimed at protecting the rights of workers 
and providing a social safety net for workers who no longer receive cradle- 
to-grave welfare benefits from their work units. The idea is to switch the 
main responsibility for social welfare and social insurance fron: the state and 
its inefficient emterprises to a system in which individual workers, the 
challenge is also threefold: how to gradually lay off excess state-owned 
enterprise (SOE) employees, thwart potential social instability related to 
increased unemployment, and avoid a downturn in competitiveness of private 
enterprises (both domestic and foreign) as their per-employee costs rise. 

Although the desires of FIEs and the Chinese government are not 
mutually exclusive—a more standardized labor framework will provide 
stability that is welcomed by FIEs as well as officials—the current changes 
are being viewed critically by American investors. Many believe that the 
two hares (represented on the one hand by the interests of labor reform, and 
FIE interests on the other) have both been caught by the Chinese bureaucracy 
and crudely mixed together to create a kind of eclectic labor policy or “rabbit 
stew.” The new policy promises to guarantee important rights for workers, 
while being less discriminatory against FIEs through the standardization of 
existing laws and regulations. Still, the stew can be downright unpalatable 
to smaller- and medium-sized FIEs who cannot fully understand the 
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implications of this sudden change in their diet. Larger companies with more 
resources and experience are finding the stew somewhat unsavory as well due 
to the rapidity with which it is being thrust on the table before them. 

In order to understand the difficulties that U.S. companies have digesting 
the latest series of labor reforms, it is helpful to try and put such reforms into 
context. Imagine, if you will, that the U.S. government passed the following 
laws in a period of two to three years: a law allowing separate minimum 
wage laws for individual counties and municipalities across the United States; 
a law mandating a national social insurance system designed to integrate 
existing regional and municipally-based health care and benefits systems; and 
a national labor law establishing a revised contract system and brand-new 
rights for workers. Could you further imagine this occurring during a period 
of unprecedented economic, demographic, and social change? This is exactly 
the environment in which American FIEs are operating within the People’s 
Republic of China. Certainly, the application of the above-mentioned 
reforms to the American system would occur in an entirely different legal, 
administrative, and social landscape, but the point is that China is riding a 
roller coaster of reforms, and U.S. businesses are along for the ride. 

Despite the rapid and unpredictable nature of labor reforms now 
unfolding in China, U.S. businesses do recognize the important role of new 
laws and institutions in stabilizing an economic system undergoing dynamic 
change. The full implications of such changes on FIEs can oniy be 
understood, however, by looking in detail at the reform process itself. First, 
what are the paramount changes on the horizon, and what are the key 
concerns of foreign employers operating under the new rules? Second, what 
are the important outside influences impacting the future of reforms? 
Finally, will American companic  _ tely accept or reject the Chinese 
labor “stew” now being concox 


GENERAL CHANGES IN THE LABOR SYSTEM AFFECTING 
FOREIGN-INVESTED ENTERPRISES 


It is important to recognize that China's laws and regulations defining foreign 
company involvement in that country have developed at a remarkable pace 
in a short period. Following the reopening of China in 1979, the central 
government passed its first joint venture law, followed by a joint venture 
income tax law and a set of labor-management regulations in 1980. These 
early laws gave foreigners the right to form limited liability corporations with 
Chinese enterprises, and provided favorable tax treatment as well as minimal 
management control to joint venture partners (Sabin 1994: 954). A series of 
special economic zones (SEZs) were also established in the early 1980s that 
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required foreign companies to provide the same worker benefits as state- 
payments from joint ventures than from SOEs (Stevenson-Yang 1995: 2). 

A multitude of national and local laws were passed in 1986 that allowed 
for new types of FIEs and granted additional preferential treatment necessary 
to attract new capital. In that same year, “revolutionary” regulations were 
issued which, in principle, granted joint ventures the right to determine the 
size of their labor force, the right to hire and fire workers, and set wages. 
Chinese authorities even began to allow the establishment of wholly foreign- 
owned companies (Sabin 1994: 955). As joint ventures began to mushroom, 
they often inherited large numbers of redundant workers from their state 
enterprise partners. Policymakers in Beijing, realizing that inefficient SOEs 
placed a heavy burden on the state, began to contemplate ways to modernize. 
Increasingly, reform-minded officials realized that surplus SOE workers 
would have to be laid off, necessitating changes to a system that for the past 
competitive performance. 

The inflow of foreign companies and ideas meant that longstanding 
Chinese views on production and management would inevitably be 
challenged. Previously, Chinese enterprises were part of an “iron rice bow!” 
system whereby workers were guaranteed lifetime employment and industrial 
managers had little say in the determination of employment terms, wages, 
bonuses, and benefits schemes. 

A related problem was that China's aging population also demanded that 
enterprises find ways to provide for long-term pension plans in addition to 

The emergence of newly privatized and cooperative Chinese enterprises 
which do not necessarily provide housing and a full benefits package made 
it clear to reformers that the creation of a new national social insurance 
system was urgently needed. As millions of peasants flocked to southern and 
eastern growth cities to take advantage of higher wages and the chance for 
a better life, the need for social insurance and welfare support rose 
proportionally. 

In the late 1980s, the state began experimenting with a variety of systems 
at the local level, and in 1988 approved “in principle” the establishment of 
a national three-tiered system in which the enterprise, individual, and 
government would all contribute to municipally-based funds. The localities, 
acting under a national structure developed by the Ministry of Labor, were 
supposed to collect and disburse such benefits as pensions and unemployment 
insurance (Stevenson- Yang 1995: 3). These early experiments to establish 
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a socially-based insurance and benefits system failed as primitive banking 
systems and inexperienced iabor officials contributed to poorly managed 
programs. Individual programs differed from locality to locality, and foreign 
companies found it difficult to keep on top of divergent regulations. 

Meanwhile, foreign companies continued to pay higher and higher 
premiums for workers and benefits. Although factory workers were readily 
available, skilled workers, managers, and technical personnel were hard to 
come by and thus drove up wages in an already competitive labor market. 
Chinese state-controlled employment services and “talent centers” also 
helped to keep wages and benefits high by demanding wages and benefits 
significantly higher than those provided by local Chinese employers. 

By November 1993, the Chinese government issued a 50-article decision 
ratified by the Third Plenum of the 14th Congress of the Communist Party. 
The pronouncement called on China to establish a modern enterpris< system 
allowing for market forces to appropriately direct labor allocation, and 
proposed the separation of management of state-owned enterprises from 
government regulation (Pacific Bridge 1995: 11). 

Taking reform to the next level, in July of 1994 the Standing Committee 
of the National People’s Cougress passed China's Labor Law. The Labor 
Law, which became effective in January 1995, for the first time mandates the 
standardization of labor codes for enterprises of all types and in all parts of 
the country. The new law promises to place all enterprises within China on 
equal footing. Whereas FIEs previously received different treatment and 
faced different laws than Chinese state-owned, collective, or private 
enterprises, the 1994 Labor Law stipulates that all enterprises will be held to 
the same set of guidelines. The Law contains !2 articles covering key areas 
of the employer/employee relationship, including contracts, working hours, 
wages, occupational safety and health, resolution of labor disputes, 
vocational training, protection of female and juvenile workers, promotions, 

As a patchwork integrator of existing laws with new legislation, the 
Labor Law is reflective of a China that is absorbing Western ideas as well 
as Capital, and creating a uniquely Chinese system at the crossroads of free- 
enterprise capitalism and command socialism. Many of the newest labor 
stipulations, while not uncommon in Western economies and their labor laws, 
represent a changing era for China. In the past, the Communist Party 
maintained strict control over the All China Federation of Trade Unions 
(ACFTV) and various labor institutions under the Ministry of Labor. These 
organizations were designed primarily to promote worker discipline and help 
increase production quotas. In fact, before 1993, the Ministry of Labor 
officially denied the existence of strikes in China. The new Labor Law, 
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while still recognizing the dominance of the Communist Party and 
government institutions under its control, attempts to spell out a new 
relationship between the worker and the employer, and the employer and the 
state. 

Among many significant changes reflected under the 1994 Labor Law, 
several are of particular importance to the foreign employer. The Law 
mandates that workers in all types of enterprises sign formal employmznt 
contracts; requires that labor mediation and arbitration mechanisias be 
established at provincial and local government levels in order to resolve labor 
disputes; allows workers to engage in collective bargaining to negotiate labor 
contracts; and gives enterprises the right to fire workers for economic 
reasons without approval from their local governments. 

Other changes worthy of note include the newly guaranteed right to 
choose one’s occupation, previously denied, and rights aimed at protecting 
workers from exploitation. The Law guarantees an eight-hour day, increased 
overtime and holiday pay, paid annual leave, and a minimum wage to be set 
by localities. Additionally, employers are subject to a new list of penalties 
aimed at violations of contract agreements and Labor Law principles in 
general. Many of the rights stipulated under the new Law came in direct 
response to highly publicized accounts of abuse and exploitation by Asian- 
invested factories in South China. 

Workers are still not granted the authority to strike, unless dangerous 
working conditions or serious safety hazards exist, and can only organize 
unions with the approval of the government-dominated ACFTU. 

Although the 1994 Labor Law is an attempt to synthesize China's 
existing laws and regulations—and provide a system more germane to the 
current market transition—it is important to recognize that this goal is far 
from realized. Ultimately, the Labor Law and its accompanying set of 
implementation regulations will take precedence over existing local and 
national laws. For the time being, however, and until the Law can be fully 
implemented, there remain glaring inconsistencies between various laws. 
Under the Labor Law, for example, FIEs are not required to have local labor 
department approval for individual contracts, but national and local FIE 
regulations state the opposite (Markel 1994: 47). Moreover, the Regulations 
for Labor Management in Foreign Investment Enterprises, and an 
accompanying set of implementation guidelines that went into effect in 
August 1994, offer conflicting interpretations with the Labor Law on issues 
related to termination of workers, autonomy in recruitment, and resignation 
of workers (EIU 199Sa: 1). It is not clear as to when and how these 
inconsistencies will be brought into line. 


THE SOCIAL INSURANCE SYSTEM AND FOREIGN-INVESTED 
ENTERPRISES 


Among the most profound changes likely to affect FIEs will be a new Social 
Insurance Law due out in early 1996. As described by the 1994 Labor Law, 
the Social Insurance Law will attempt to consolidate existing legislation and 
establish a national social insurance and welfare system. The Labor Law 
stipulates that both foreign and Chinese enterprises will be obliged to 
contribute to municipally-run pension, unemployment, accident and 
disability, medical, and maternity funds. Currently, FIEs are required by 
local regulations to provide pension, medical, and unemployment insurance 
for employees (Markel 1994: 49). 

Although the new social insurance system is designed to rely on 
contributions from individuals and enterprises, the lion’s share of 
contributions will come from enterprises in the short term. Ideally, when 
wages are high enough to support larger worker contributions, and a 
competitive market for social imsurance services arises, enterprise 
contributions will level off. The state, currently encumbered by subsidies to 
state-owned enterprises and a less than perfect taxation system, is in no 
position to be the cash cow for the social insurance system now being 
proposed. How—and how quickly—the system is implemented will have a 
strong impact on FIE operations and profits. 


Pensions 


The goal of the national pension system is te create a system whereby 
locally-run funds take the burden off of state-owned enterprises, distribute 
responsibilities more equally among all enterprises, and provide benefits for 
a population rapidly aging. The Chinese government hopes eventually to 
create a nationally-linked fund so that any workers will be able transfer 
benefits anywhere in the country upon moving to a new job. Generally, 
pension funds will guarantee payouts worth 60 percent of the average salary 
per year in a given locality (Stevenson-Yang 1995: 7). Payments will 
increase in accordance with the length of employment, and will be tied to 
inflation. Funding will come through mandatory contributions by the 
employer and employee, and additional voluntary contributions by either 
party. 

The system will consist of an individual retirement account and a social 
pooling fund. The employer makes payments to both funds, while the 
employee contributes only to his or her personal account. With a total 
employer/employee contribution of 16 percent of base salary per year, the 
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employee contribution is expected to start at 2 percent of base salary, 
increase by one percentage point every two years, and eventually top out at 
8 percent (Stevenson-Yang 1995: 7). The remainder to reach 16 percent is 
to be paid by the employer. 

The pooling fund will provide additional payments to poor retirees, 
secure funds for inflation-adjusted payments, and raise money to cover 
pensioners who have outlived their expected lifetimes. 

There remains significant disagreement within different localities in 
China as to whether local pension programs should favor current receivers 
or should function as reserve accounts accumulating funds for future retirees. 
As a result, local systems vary widely, and a multitude of home-grown 
alternatives have sprung up. What follows is a sampling of some of the plans 
now in operation. 

Beginning in 1986, the city of Shanghai on the central east-coast 
managed separate pension funds for FIEs and state-owned companies through 
the People’s Insurance Company of China (Stevenson- Yang 1995: 8). Later, 
in 1993, the city brought the two funds together under a single municipally- 
managed fund. FIEs protested when their contributions increased by 35 
percent, while payouts were simultaneously capped at twice the average 
wage. Aflter a series of negotiations, a new system emerged. Pension 
contributions by the employer were split into two portions: the first portion 
was calculated on a citywide average wage and capped at 200 percent of that 
average; while the second portion was based upon the individual employee's 
income and not capped (Stevenson- Yang 1995: 8). Employer contributions 
now are approximately 30 percent of the base wages, with 12 percent going 
toward the individual account and 18 percent deposited the general pooling 
fund (Stevenson-Yang 1995: 8). The high contribution to the pooling fund 
is reflective of Shanghai's large percentage of retirees. 

In the city of Chengdu to the southwest, pension contributions are capped 
at 300 percent of base salary (Stevenson-Yang 1995: 9). The maximum 
payout is 25 percent of the average local wage for the year preceding 
retirement. Workers need to have spent 15 years in the system to receive 
that percentage. Between 10-15 years of involvement in the plan allow the 
retiree to receive 20 percent, and 5-10 years to receive 15 percent. 

In the southern island province of Hainan, enterprises contribute 18 
percent of base salary for pension funds, while individuals contribute 3 
percent of base (Stevenson-Yang 1995: 9). Companies must also supply 
retirees with monthly subsidies to cover a cost of living allowance, grain 
allowance, funeral subsidy, and retired soldier allowance, among others. 


The goal of China’s new health care system is threefold: (a) to extend basic 
medical care to all Chinese; (b) to control rising costs for medical services; 
and (c) to shift more responsibility for medical costs to the individua! 
(Stevenson-Yang 1995: 12). Ultimately, the government hopes to have 
individuals paying for 10 to 15 percent of their medical costs. The most 
popular reform model to date is a municipally-administered plan which 
leaves the individual responsible for all but catastrophic medical needs. The 
municipality would control costs by setting prices for standard treatments and 
reimbursing only the fees approved under its insurance plan (Stevenson- Y ang 
1995: 12). In other cost-cutting measures, the plan would prohibit 
technologies that are imported or experimental. If an individual's medical 
insurance account is used up, his or her additional bills would be covered by 
socially-pooled funds, with individuals still contributing direct payments 
when possible. 

Thus far only a handful of cities such as Shenzhen and Shanghai, as well 
as certain municipalities in Hainan and Sichuan Provinces, have initiated 
health insurance plans. In Shenzhen, a rapidly developing export 
manufacturing and services center with a large migrant population, long-term 
residents pay 9 percent of their salary and receive both inpatient and 
outpatient care (Stevenson-Yang 1995: 13). Of that 9 percent, companies 
pay 7 percent and the individual pays 2 percent (Stevenson-Yang 1995: 13). 
For nonpermanent residents, employers pay 4 percent of wages per worker, 
entitling workers to treatment for serious accidents or illnesses. In Hainan, 
companies pay 10 percent of salary and individuals pay | percent into the 
health fund (Stevenson-Yang 1995: 13). As individual health insurance 
accounts have not been established, companies manage a majority of the 
fund’s money. The province has been careful to limit the range of liabilities 
covered under its programs, however. Such “amenities” as hospital meals, 
electricity, false teeth, and prosthetic limbs, are not covered by local health 
insurance plans; nor are injuries due to fights and drinking (Stevenson- Y ang 
1995: 13). 

Some municipalities such as the city of Jiujiang in Jianxi Province have 
adopted HMO-style medical insurance programs. Previously, companies 
paid city hospitals a lump-sum per worker per year, and hospitals were 
required to provide unlimited treatment to workers of the contracted 
company. Beginning in 1994, jiujiang residents began to pay their own 
medical fees and then apply to their insurers for reimbursement (Stevenson- 
Yang 1995: 12). Under this scheme, companies pay 10 percent of the 
previous year’s salary and retirement into a city fund. Employees pay | 


Paul J. Lamb 143 


percent of thir salary, but companies must increase salaries to cover this 
cost (Stevenson- Yang 1995: 12). 

Many localities in China are also in the process of putting together social 
pooling or medical relief funds. According to national regulations, no more 
than 5O percent of company contributions to health insurance (between 2.5 
and 5 percent of the total wage bill) should be placed into a city fund for 
coverage of needy and overdrawn workers (Stevenson-Yang 1995: 12). 
Companies are usually required to contribute more to social pooling funds for 
workers over the age of 45. In the long run, China hopes to have separate 
household insurance plans, not company-based plans, with social pooling 
funds used for social relief rather than as part of basic medical coverage for 
workers. 


Unemployment 


Currently, employer contributions to a fund for unemployment make up | 
percent of the total wage bill from the previous year (Stevenson-Yang 1995: 
10). Unemployment offices under the Ministry of Labor number 2,000 
nationwide and provide services such as placement services, job training, and 
stipends to the unemployed (Stevenson-Yang 1995: 10). Interestingly 
enough, provinces cap the level of official unemployment in their region. 
They allow only a certain number of companies to go bankrupt, and grant 
state-owned enterprises the right to lay off only so many workers each year. 
The recent rise in unemployment and nagging problems of underemployment 
are responsible for this rule, as government officials confront fears that 
growing unemployment will result in social instability. They have a right to 
worry. Despite the fact that nearly one hundred million peasants are either 
working or searching for work in eastern cities, there are no provisions for 
unemployment insurance other than for workers whose contracts were 
terminated or those forced to leave after company bankruptcy. 


Accident and Disability 


In the past, enterprises were commonly required to compensate workers 
injured on the job. Payments were modest, however, and the system was not 
equipped to handle large-scale payments in the case of major industrial 
accidents (Stevenson-Yang 1995: 11). Beginning in the early 1990s, the 
government began to draw up plans to establish accident and disability 
insurance programs on the local level. By the end of 1994, government 
figures showed that 180,000 enterprises had already implemented some form 
of an accident and disability insurance program (Stevenson- Yang 1995: 11). 


Under currently evolving schemes, premiums range from 0.3 to 3 
percent of total payroll and contributions are capped (Stevenson- Yang 1995: 
11). The percentage of contributions is to be tied to the frequency of 
accidents in particular sectors. Payouts will be between 75 and 90 percent 
of ending salary for total disability and lump-sum remuneration for partial 
uisability (Stevenson-Yang 1995: 11). A funeral allowance, lump-sum 
payment, and monthly stipends for surviving family members are required 
for workers killed on the job. 


Maternity Benefits 


Under the 1994 Labor Law, women workers must receive at least 90 days 
of maternity leave. At present, very few enterprises have actually 
implemented maternity insurance, the premiums for which are slated to equal 
0.7 to 0.8 percent of a company’s payroll (Stevenson-Yang 1995: 11). These 
payments should cover medical costs relative to pregnancy and delivery. A 
lump-sum payment is also provided to new mothers if her new birth is in 
accordance with China's family planning policy. Maternity insurance also 
provides a nutrition allowance scaled as a percentage of a woman's wage. 
In Guangzhou, for example, the nutrition allowance is set at 25 percent of 
one month's wage for a normal birth and SO percent for a multiple birth or 
difficult delivery (Stevenson-Yang 1995: 11). Maternity insurance also 
covers abortions. 


Housing 


In an effort to lift the burden of housing from state enterprises, the Chinese 
government is now attempting to force individuals to contribute more for 
housing costs. Traditionally, an individual's work unit or enterprise would 
provide housing at almost no expense to the employee. Now the government 
is aiming to have urban residents pay 15 percent of their income for housing 
(Stevenson-Yang 1995: 15). Cities are to require housing savings plans 
funded at a minimum of 5 percent of base salaries, with different localities 
determining their own individual levels of funding (Stevenson-Yang 1995: 
15). A separate social pooling fund is to be established by municipalities for 
the elderly and needy residents. The long-term pian emphasizes that housing 
should gradually be marketized so that work units put their existing units up 
for sale to residents at preferential prices. 

For FIEs, the importance of providing housing as a retention tool for 
workers has grown in recent years. Foreign companies are now establishing 
more wholly-owned ventures and establishing more representative offices that 
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don’t provide housing, a commodity often provided by the Chinese joint 
venture partner. Concurrently, as state-owned enterprises continue to shed 
housing provisions and a competitive housing market arises, potential 
employees are demanding housing as part of their contracts. Many foreign 
companies without existing housing have established housing funds to 
supplement municipal housing funds. Loans from these separate funds 
provide cash compensation for rent and mortgage payments, as well as 
subsidized or guaranteed loans for housing purchase and renovation. A 
limited number of companies have established subsidiary real estate 
companies to rent or build housing for employees and administer a venture 
housing fund (Stevenson-Yang 1995: 16). 


THE IMPLICATIONS OF LABOR CHANGES FOR U.S. FOREIGN- 
INVESTED ENTERPRISES 


What do all of these changes mean to U.S. companies operating in China? 
The bottom line is that labor costs will rise as corporate contributions to new 
and expanding social insurance schemes increase. Such cost increases will 
come at a time when wages and inflation are already skyrocketing. Ministry 
of Labor officials estimate that per capita salary levels rose 33.8 percent (or 
7 percent after adjusting for inflation) in 1994 while the official inflation rate 
was more than 24 percent for the year (U.S.-China Business Council 1995). 
Inflation in China is projected to remain in the double digits through 1996 
(EIU 1995b: 7). Furthermore, FIE employers also indicated in a recent 
survey conducted by the U.S.-China Business Council that, on average, 
managers already raise wages twice a year, with some companies raising 
wages four times a year to keep employees satisfied (U.S.-China Business 
Council 1995). 

Basic wages are not the root of the problem, however, as non-salary 
costs including benefits, welfare, and bonus payments to workers commonly 
cost FIEs two to three times as much as the base salary itself. The social 
insurance system reforms described above will only add to mounting costs. 
Moreover, as labor and material costs chase after inflation, and China 
contemplates the reduction of value-added and capital import tax breaks for 
exporters, foreign employers are being forced to reevaluate the costs and 
benefits of their investments in China. 

A related consideration is the fact that the volume of new labor laws, 
along with the speed with which new reforms are to be implemented, makes 
it difficult for the most knowledgeable of China business experts to keep up 
with it all. The lack of transparency in China's legal system, itself in flux, 


often makes attempts to interpret new laws and supporting implementation 
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regulations a game of cat and mouse. Most significant, however, is the fact 
that provinces and municipalities interpret the new principles and laws 
differently in their respective areas. Vague policy pronouncements from the 
central government often translate into very different measures on the local 
level. Furthermore, because experiments in localities differ so widely, 
especially with regard to social insurance schemes, there is not yet a sense 
of continuity to the labor reform movement as a whole. For example, an 
FIE with subsidiaries in Shanghai, Beijing, and Chengdu will face entirely 
differemt labor costs and policies in each of these cities. For a company 
trying to plan future cost outlays and design a single company policy, this 
poses major challenges. 

In addition to the general problems of labor cost increases and disparate 
labor policies, foreign employers in China face other practical problems. 
First, the skill level of employees is not yet at the point where companies can 
easily find trained and experienced managers and technicians. While China 
has made great progress in the last decade and a half in nurturing a class of 
professional workers tuned into global changes, foreign companies still find 
it difficult to find the kinds of workers they need. Most are forced to rely on 
paying exorbitant wages and special benefits to attract rare talent, and some 
even engage in the “poaching” of qualified individuals away from other 
employers. 

The poor discipline and motivation of some Chinese workers are often 
raised by FIE managers. Part of the problem lies in differences in Chinese 
and American work ethics and cultural differences which create 
misunderstandings and false expectations. More apparent, however, are the 
vestiges of an “iron rice bowl” mentality and a general lack of worker 
motivation that the old system perpetuated. Foreign companies and Chinese 
workers are adapting, however, and are together creating a new working 
environment where the values of both employer and employee, domestic and 
foreign, are slowly being integrited. 

Another area of concern among FIEs in China is the high turnover rate 
of workers. Again, the huge demand for skilled and unskilled workers ‘ias 
caused wages to spiral dramatically upwards. Experienced workers and 
those with strong foreign language skills change jobs frequently to take 
advantage of newer and better offers. The employee turnover rate among 
FIEs in 1994 was 30 percent overall, with more established firms faring 
considerable better at 15 percent (Pacific Bridge 1995: 10). High turnover 
rates make employers more hesitant about investing in employee development 
and providing a superior benefits package. On the other side of this double- 
edged sword, employers cannot keep topnotch talent without offering such 
perks. 
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Recruitment is another sensitive topic for foreign employers. While the 
law technically allows FIEs to hire at will, a company must be in possession 
of an employee's personnel file in order to bring them on board. Whoever 
remains in possession of the file is the legal employer of the individual. If 
an employee desires to change jobs, an employer that does not share his or 
her enthusiasm can stall matters or refuse to release the file to a new 
employer. There have also been many cases where a new employer has had 
to bribe an existing employer in order to gain access to the file. 

An additional problem is the household registration system which allows 
the individual to reside in a particular locale and utilize the social services 
and schooling there. Without a valid household registration, the individual 
cannot work or live in a given area. Hence, it is very difficult for foreign 
employers to hire personnel outside of the region where they conduct 
business, and even more difficult to transfer personnel to different parts of 
the country to work. 

Finally, foreign representative offices are still prohibited from hiring 
employees at will. These offices must go through state-run personnel 
agencies often charging above market prices for their services. On average, 
employees receive SO percent of the monthly fees companies pay out to these 
agencies, with the other half ostensibly going toward insurance and benefits 
programs managed by the agencies. All other foreign enterprises in China 
can hire directly from the labor market. 


CONCLUSION 


In sum, the dramatic labor reforms now occurring in China are, in principle, 
necessary to provide a framework which moves Chinese labor beyond the 
command socialism model to a more effective free market system. For the 
most part, foreign employers welcome reforms such as the 1994 Labor Law 
and upcoming Social Insurance Law—provided these measures offer a 
consistency and stability to the existing environment. The increase in labor 
costs in the short run is not favored by FIEs, but foreign employers are even 
more concerned about uncertainty for the future—something the new laws are 
supposed to address. If the new laws are implemented well, without foreign 
companies suffering a disproportionate share of the costs, both employers 
and employees will benefit from the results. If the reforms are implemented 
poorly, with a “national” labor system being redesigned daily by countless 
local experiments and new contradictory provisions, workers and their 
employers will suffer together. 

It is important to recognize, also, that labor reforms do not themselves 
exist within a vacuum. Their success or failure hinges as much on the 
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overall success of the Chinese economic reform model as it does on the 
determination of national and local leaders to respect the new lews and 
implement them in an efficient and timely manner. Continued high inflation 
inability to create effective financial institutions to handle pension and other 
socially-pooled funds will cripple labor reforms in infancy. The 
government's inability to create a sufficient safety net for millions of 
displaced workers could, as current leaders fear, result in widespread social 
instability as the unemployed and dispossessed rebel against the status quo. 
Finally, poor coordination and infighting between the Ministry of Labor, the 
ACFTU, and other national and subnational organizations charged with 
implementing reforms could slow the momentum for change. 

Overall, it is clear that U.S. employers are not backing away from the 
Chinese market in fear that current labor reforms will jeopardize their 
business goals in the region. On the contrary, U.S. firms invested nearly 
$2.5 billion in China last year alone—more than in any previous year. 
Investments continue to increase, and in a recent survey of American FIEs 
across China 76 percent responded that their operations were profitable or 
that they were meeting profit expectations (U.S.-China Business Council 
1995: 1). The seasoning in the stew may not be perfect, and indigestion 
unavoidable for the short term, but the hunger of American companies in 
China will undoubtedly keep them at the table. China is simply too 
important a market for the United States, and labor reform—despite serious 


inadequacies—is part of the package. 
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7. EMPLOYMENT AND SOCIAL 
PROTECTION POLICIES IN CHINA: 


BIG REFORMS AND LIMITED 
OUTCOMES 


Barry L. Friedman 


The period since 1978 has been one of rapid reform and also dramatic 
economic development in China, with the average annual real growth rate in 
GNP over this period exceeding 9 percent (SSB 1994a: 20-21). The spirit 
of reform has permeated virtually all policy areas, including employment and 
social protection policies. It is clear that the reforms as a whole have been 
major driving forces in achieving the outcomes, although it may be more 
difficult to identify the separate effects of individual policies. In the labor 
area, however, while the reforms sound impressive, the outcomes have been 
rather limited. The labor reforms have been targeted at some of the most 
difficult problems in the economic transition. Labor reforms are necessary, 
for example, to reform state-owned enterprises (SOEs), but progress toward 
this goal has been small. Labor reforms are needed to prepare for the aging 
of the population which is now beginning, but like other countries, China has 
had difficulty finding policies likely to be effective in preparing for it. Labor 
reforms are needed & improve the equity and adequacy of the safety net 
(current benefits are concentrated among the workers in SOEs), but reform 
here depends on resolving the role of SOEs in the economy. 

In several areas of labor policy, there have been seem’ngly significant 
reforms, but only limited progress in achieving the ultimate goals of reform. 
Although there is a common theme in these areas, the reasons for the lack of 
progress toward the ultimate goals of reform differ in each area. This paper 
examines the progress and limitations of reform in three areas, employment 
programs, old-age pensions, and housing policy. In all three areas, the 
enterprise, particularly the SOE, has had a major role in delivering the 
service to its own workers. Thus, we begin by examining the role of SOEs 
and the need for reform. 


OVERVIEW OF THE SOCIAL PROTECTION SYSTEM 


Social protection policy in China is difficult to characterize because there are 
so many variations. Policy is set by the government, but most services are 
delivered by the enterprise. The system could be described as one of 


I5\ 


152 Empl t Social P ion Policies in Chi 


mandating. The enterprise is supposed to act as the agent that carries out 
government policy, but if the interests of the agent do not coincide with the 
goals of the policy, it is likely that there will be variations in the way the 
policy is carried out. 


The Role of Government 


Variation comes not only from enterprises, but also from government itself. 
Government policy is prescribed in State Council documents. These set 
The Ministry of Labor is responsible for employment and social protection 
policies for workers in urban enterprises including not only SOEs, but other 
urban enterprise types as well. The Minisiry of Personnel is responsible for 
programs for workers in government and nonprofit organizations. The 
Ministry of Civil Affairs is responsible for programs for rural residents as 
well as certain urban welfare services not managed by enterprises. In 
addition, several other ministries participate in formulating policy including 
the State Planning Commission, the State Restructuring Commission, and the 
Ministry of Finance, all of which have ministerial status. This paper 
concentrates on the programs of the Ministry of Labor (MOL), those that 
serve enterprise workers. 

After national regulations are issued, the local branches of the various 
ministries develop local policies in accord with them. Both provincial and 
municipal governments develop their own regulations which need to be 
approved by the local people's congresses. Not surprisingly, localities 
include their own variations in their regulations. In some cases, the 
variations are ex.ouraged by the central government. For example, State 
Council Document 6 of 1995 on pension policy prescribes two alternative 
mode!s and each city can choose the one it wants. While there is a pian 
ultima’ ~ly to develop a single model, at the moment there is not a unified 

To describe the implementation of a new policy, usually some cities 
adopt it on an exptrimental basis before it becomes official policy, since 
most new initiatives begin with experiments. Afier the formulation of 
in developing their own regulations, which in turn may deviate in various 
ways from the national standards. it is within this framework of varied 


set for its own city. 
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That enterprises play such a prominent role in the system is a result of a 
fluke of the Cultural Revolution. When the social insurance system was 
founded in 1951, it was administered across enterprises by the All China 
Federation of Trade Unions (ACFTU). Then in the tumult of the Cultural 
Revolution, both the ACFTU and the MOL were abolished. Lacking an 
organization to run the programs, it was decided to make each enterprise 
responsible for providing the required social insurance to its own workers. 
Both the MOL and the ACFTU were restored after the reforms began, and 
now the MOL has primary responsibility for social insurance regulations, but 
not for the direct delivery of benefits. 

Enterprise-based benefits were feasible in the old system because of the 
special relationship between the government and SOEs. SOEs were said to 
be “owned by all the people,” in effect by the government. Their profits 
belonged to the government. The government could prescribe policies for 
them, and if the policies proved expensive, could subsidize those enterprises 
making losses. However, not all enterprises were SOEs. There were also 
collectively-owned enterprises which in principle were worker owned. The 
government was reluctant to subsidize these. To avoid placing an undue 
burden on them, they initially were not required to provide full social 
insurance benefits. They were encouraged to do so to the extent they could 
afford the benefits. In practice, older and larger collectives were expected 
to match the benefits of SOEs, but not the smaller collectives. 

The range of benefits provided by SOEs to their workers went well 
beyond the official social insurance benefits. One important SOE benefit was 
a guaranteed job for life. After the reforms began, this was referred to as 
the “iron rice bowl,” and there was talk of smashing it. That never 
happened. SOEs still retain many redundant workers imposed on them by 
the old policy, although there have been numerous gradual reforms designed 
to reduce the restrictions on enterprises. Enterprises also have provided 
housing for their workers, schools for the children of workers, and at times, 
even jobs for the children of workers. 


The Goal of SOE Reform 


When the economic transition began in Central and Eastern Europe, one of 
the early issues on the policy agenda was the privatization of state 
enterprises. It is noteworthy that the privatization of SOEs was not an issue 
in China for the first decade of reform, although with the development of 
foreign and private «wwnership and stock markets, some forms of privatization 
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of the old SOEs are now underway. Instead of eliminating SOEs, Chinese 
policy retained them, but allowed a new economy to develop around them. 
Indeed, the SOE sector has actually grown in absolute terms and still 
accounted for 69 percent of urban employment in 1993 (SSB 1994a: 84).' 
In postponing the move toward privatization, there was probably a desire to 
avoid sudden economic disruption, since a number of important industries 
were dominated by SOEs. But the SOEs were also a significant welfare 
institution since they were mandated to be providers of social protection, and 
there was a reluctance to undermine it without an alternative. 

The magnitude of SOE benefits is already large. Reported SOE 
expenditures on labor insurance and welfare funds amounted to 36 percent 
of wages in 1993 (SSB 1994b: Tables 10:15 and 1:25). The laryest benefits 
were pensions (16 percent) and medical care (10 percent). Also included are 
unemployment insurance contributions and expenditures on worker injury and 
maternity benefits as well as a host of subsidies such as those for 
transportation, family planning, barber and bath, and winter heating. 
However, there are additional large expenditures not included in this figure. 
Spending on housing and education and care for the children of workers may 
be as large. In addition, the payment of wages to redundant workers may be 
considered an unmeasured social benefit. 

In spite of their role, it was clear that SOEs would have to be reformed. 
A long-run goal was to make SOEs stand on their own without subsidies. 
Since the existing social protection system was based on mandates to 
enterprises, this would be difficult, since some enterprises would depend on 
subsidies if they were to survive and provide the mandated benefits. There 
was thus a recognition that SOE reform and the reform of so. —. protection 
policies would have to go together. It is frequently reported that a large 
number of SOEs require subsidies, perhaps 40 percent. This means that the 
majority may be profitable, but a sizable minority are not, partly because 
they may be inefficient, but partly because of mandated burdens. 

The need to subsidize weak SOEs in turn has repercussions for other 
parts of the economy. There has, indeed, been an effort to reduce direct 
subsidies from the government budget, but as a result, other sources of 
subsidy have been used. A substantial burden falls on the banking system 
which makes loans to SOEs in trouble and then rolls them over when the 
SOE cannot pay. In addition, the banking system keeps interest rates low for 
priority SOEs including large ones in trouble and then rations credit by non- 
price means for others. It is unlikely that there can be subsiantial banking 
reform until the banking system is freed from the burden of assisting weak 
SOEs. 


Barry L. Friedman 155 


In addition to the banking system, other agents also provide indirect 
subsidies. Healthy enterprises may make direct loans, but more likely, they 
make indirect working capital loans by not collecting payments from SOEs 
in trouble. Healthy enterprises are also encouraged to merge with weak 
SOEs in which case the weak enterprise may disappear inside the healthy 
one, but may not be dissolved or made efficient. Even the pension system 
has been called on to make loans to weak enterprises in some cities, and the 
loan recovery rates have been low. Weak enterprises are also excused from 
making their contributions to the pension system. There are thus interlocking 
burdens. The social protection system burdens SOEs which in turn burden 
other entities, including parts of the social protection system. This 
complicates the reform process in that several kinds of reforms may need to 
be linked for any of them to be effective. To make the picture more 
concrete, it is necessary to turn to reforms in particular areas. 


REFORM OF EMPLOYMENT PROGRAMS 


Two main concerns have driven employment policy: one, the need to create 
enough jobs to absorb the labor force; and, two, the need to reduce the 
number of redundant workers in SOEs. China has adopted an impressive 
array of policies intended to deal with redundancy. So far, however, these 
policies have not been used extensively. The highest priority has been given 
to maintaining high employment. 

When the reforms began, employment was the main problem. Before 
1978, the solution to the urban employment problem was to send young 
people to work in the countryside. It has been estimated that as many as 17 
million young people were so assigned. This policy was abandoned as part 
of the reforms. Not only would cities have to create enough jobs for new 
workers, but they would have to absorb those who had been sent to the 
countryside and wanted to return. Added to this, there was a population 
bulge reaching working age in the early 1980s. 

Faced with these pressures, the emphasis was on creating jobs. The new 
policy was to encourage “three channels of employment.” SOEs, which had 
been the preferred channel before, would continue creating jobs. Collective 
enterprises would expand their role. The third channel would be self- 
employment which would once more be permitted after a period of being 
suppressed. In addition, government would actively pursue a policy of job 
creation. Labor service companies (LSCs) were set up as agencies within the 
local labor bureaus to manage employment services. 
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The LSCs focused their efforts on new entrants to the urban labor force, 
since those who already had jobs were guaranteed them for life. Previously, 
school graduates would wait for a job assignment from the labor bureau. 
Now the LSCs encourage young people to seek jobs on their own, and 
provide assistance. The LSCs were established at the neighborhood level to 
be in close contact with young people. In addition, some were attached to 
SOEs and served the children of workers. The LSCs could arrange 
placements in SOEs and collective enterprises. They established training 
programs. And they established new enterprises, especially to employ those 
who were hardest to place elsewhere. Some of these created jobs may have 
been subsidized, although the subsidies are hard to trace. In any case, the 
new activities generally were labor intensive with relatively low capital costs. 

The policies to deal with redundancy began in 1986. Redundancy had 
been recognized as a problem since the beginning of the reforms, although 
its magnitude was only guessed. It originated in the old labor system in 
which enterprises had little control over either hiring or firing. Workers 
were assigned to enterprises by the local labor bureaus. The numbers 
assigned often exceeded the needs of the enterprises, and worker 
qualifications often did not meet skill requirements. Once hired, workers 
could rarely be dismissed because of the “iron rice bowl” policy. The 
redundancy is thus a legacy of past policies and affects primarily SOEs along 
with older and larger collective enterprises that were treated like SOEs. 
There have been a number of estimates of redundancy, usually ranging 
between 10 percent and 20 percent of workers, but the methodologies and 
concepts differ. 

The initial policy toward redundant workers was to require enterprises 
to retain them. There was a reluctance to add dismissed workers to all the 
new entrants seeking jobs. This policy assured job security to workers even 
if they did not have enough work. It was in effect a form of social 
protection, protecting workers from a loss of income even if they were 
redundant. The redundancy itself was a social creation, resulting from the 
previous restrictions on hiring and firing. But the cost of this social 
protection was placed on enterprises since they were mandated to keep the 
redundant workers employed (although they might be subsidized if they 
incurred losses). Enterprises had to pay wages to workers who produced 
either no output or a value less than their wages. Moreover, this burden was 
not distributed evenly across enterprises. The many new enterprises started 
during the period of reform were much less likely to be burdened by this 
legacy of past policies, while SOEs were most affected. Just as the extent 
of redundancy remains somewhat uncertain, so does its cost and the 
distribution of this cost across enterprises. 
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Several linked policies were introduced in 1986. First, the contract 
labor system was initiated. This was meant to end the “iron rice bowl:” new 
employees would be hired under contracts of limited duration, although those 
already in permanent jobs would be allowed to retain that status. Employers 
would be allowed to set the qualifications for new workers and even give 
tests to help select workers. Workers could leave a job, although they would 
need the permission of the employer if they wanted to move to another SOE. 
Enterprises would not have to renew a contract if the worker was no longer 
needed. In addition, enterprises could dismiss workers for cause, even 
permanent workers. 

Since it was expected that workers might not be retained on the 
expiration of their contracts, an unemployment insurance (UI) system was 
established to give them income support. Generally, a Ul system develops 
later in a country’s development process, but in China it was a direct attempt 
to ease the transition of redundant workers out of SOEs. Each city organized 
its own UI system and required SOEs to contribute | percent of their 
standard wage bill. Initially, coverage was limited to workers in SOEs. In 
addition, there were restrictions on eligibility. Contract workers not renewed 
were cligible as were workers of any type dismissed for cause. Permanent 
workers would be eligible if their enterprise was bankrupt or nearly so. 

The UI system of 1986 was intended to deal only with some sorts of 
redundancy. It would not allow enterprises to dismiss workers because of 
cyclical downturns. Indeed, it would not allow viable enterprises to dismiss 
permanent workers at any time except for cause. They would gain flexibility 
only through their contract workers who could be terminated, and only at the 
end of their contracts which could run for several years. The focus for 
dismissing permanent workers was clearly on those enterprises in or near 
bankrupicy. In addition to income support for terminated workers, up to 30 
percent of the UI fund could be used for training and other services to 
unemployed workers. 

The employment reforms were accompanied by a bankruptcy law which 
in principle would permit enterprises to go bankrupt, although the emphasis 
was on having healthy enterprises take over those on the verge of 
bankruptcy. Since social protection benefits were provided by enterprises, 
one concern about bankruptcy was over the benefits to workers whose 
enterprise might cease to exist. There were simultaneous reforms in the 
pension system which introduced pooling of contributions across enterprises. 
The pool would be able to pay pensions to workers even if their enterprise 
stopped contributing, as long as the number of non-contributing enterprises 
did not grow too large. The UI system would cover health benefits to 
workers drawing benefits. 


158 Empl | Social P ‘on Policies in. Chi 


While the 1986 reforms appear to be a major effort to deal with 
redundancy, in practice the change was limited and gradual. The majority 
of new workers were hired on a contract basis, although an estimated 20 to 
25 percent continued to be hired on a permanent basis (World Bank 1990: 4). 
As the initial contracts began expiring, the vast majority were renewed—an 
estimated 90 percent (World Bank 1990: 60). Relatively few workers drew 
Ul benefits—only 100,000 by 1988. The UI system, with limited 
expenditures, accumulated sizable reserves. The main thrust of policy was 
to encourage enterprises to redeploy their own redundant workers while 
restricting dismissals. This included retraining workers for new positions 
within the enterprise as well as setting up new collective enterprises which 
could give jobs to their redundant workers. As for bankruptcy, it was rarely 
practiced. 

Further reforms in 1993 hastened the pace of change. UI coverage was 
expanded to all urban enterprises. Eligibility conditions were broadened so 
that a worker dismissed for virtually any reason could draw benefits. There 
was also a feeling that enterprises might have exhausted most of their 
opportunities to redeploy workers internally. Enterprises would still have to 
retrain workers. The LSCs that had been established by enterprises earlier 
to provide services to the children of workers would be called on to assist 
redundant workers.” The LSCs would still try to set up new collective 
enterprises. For workers not reemployed after a period of trying, the 
enterprise would have more latitude in ultimately dismissing them. There 
was a noticeable change by 1994. Expenditures on UI benefits for that year 
equaled the cumulative expenditures for all previous years since the start of 
the program in 1986. In 1994, 1.2 million workers drew benefits, much 
higher than before, but still less than 2 percent of the roughly 70 million 
workers in state enterprises, and far less than the number of redundant 
workers. One other aspect of recent reform is the introduction of the all- 
contract labor system which is eliminating the distinction between permanent 
and contract workers. In the cities adopting it, all workers will henceforth 
be contract workers. Of course, the actual outcome may be less dramatic 
than this sounds since some of the contracts may be of indefinite duration. 

The establishment of a UI system is an acknowledgment that the support 
of terminated redundant workers is a social responsibility. In fact, however, 
the UI system is funded by contributions from enterprises.’ In effect, the Ul 
system redistributes the cost from those enterprises that happen to have the 
redundant workers to all enterprises. Spread as an equal percent of wages 
across all enterprises, the burden can be relatively small, especially if the 
dismissals of redundant workers are spread over several years. For viable 
enterprises, this smaller burden is likely to make them more competitive. UI 
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also makes a difference in that benefits are of limited duration, whereas the 
redundant workers otherwise might be kept indefinitely. UI benefits can last 
up to two years in China, but that is an improvement over indefinite 
redundancy. In fact, most spells have been less than one year. The policy 
of requiring enterprises to redeploy their own workers continues to 
concentrate the burden on those enterprises having redundancies, but this 
burden may now be temporary if enterprises can eventually dismiss workers. 

While UI coupled with the permission to dismiss workers would clearly 
improve the situation of viable enterprises, the case of near-bankrupt 
enterprises is more complicated. Full bankruptcy would impose a burden on 
social protection programs such as UI and pensions. However, much of that 
potential burden is already being carried by these systems in order to keep 
these enterprises open. UI funds are used for workers who are “employed 
but not working:” the UI system makes loans to these enterprises so they 
may continue paying wages. The pension system also treats these enterprises 
as if they were already gone. They are excused from making contributions, 
supposedly for a limited period, but that is doubtful. From the point of view 
of social protection programs, the best policy is one that would get the 
workers into new jobs in viable enterprises as soon as possible so 
contributions could resume and Ul payments cease. From the point of view 
of the economy, the best outcome would be to shift the assets of these 
enterprises to more productive uses. From the point of view of government, 
it would be desirable to end the subsidies that prop up these enterprises. 

In the area of employment policy, the institutions to deal with 
redundancy are now in place. All that is needed is the will to use them. The 
will, in turn, could be strengthened if two kinds of information were 
available. First, considering all the costs of subsidizing redundant workers, 
how much money could be saved by shifting these workers into UI and 
eventually into new jobs? Second, how rapidly could redundant workers be 
placed in new jobs? If there were persuasive and favorable information on 
these questions, it would become much easier to use the reformed 
institutions. 


REFORMS IN PENSION POLICY 


There have been major reforms in employment policy which have not yet had 
a major impact because they have not been extensively used. In contrast, the 
reforms under consideration in pension policy may have a small effect 
because they are not adequate to deal with the problems. The biggest 
problem is the aging of the population which will begin relatively soon. 
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Even now, however, before the aging has begun in earnest, the cost of the 
pension system is relatively high. 

In 1986, there were reforms in pension policy along with those in 
employment policy. As a step away ‘rom the enterprise-based pensions, 
cities established systems to pool contributions across enterprises. The 
pooling solved the aging problems in those enterprises with the largest ratios 
of retirees to workers: it eliminated the large differences across enterprises 
in pension burdens, although contribution rates were not completeiy 
equalized within most cities. The pools eliminatca one barrier to job 
mobility since pensions became portable within the pool, although still not 
between pools. The pools offered workers protection in case of bankruptcy, 
since they could pay a pension even if a worker's enterprise no longer 
existed. 

City pooling could solve the aging problems in some enterprises, just as 
pooling across cities could solve the relative aging problems of those cities 
with the highest ratio of retirees. However, pooling alone will not solve the 
aging problem for the country as a whole. Moreover, many city pools 
already charge enterprises contribution rates in excess of 20 percent. 
Perhaps the main reason costs are high is that pensions are very generous. 
Payments from the pension pools include not only the actual pensions but also 
a series of subsidies. Moreover, most cities have set pension levels well 
above the standards prescribed by national policy. Chinese officials have 
estimated that the average payment per retiree from the pension pool is well 
over 80 percent of the average wage. Also driving up the contribution rate 
is the fact that many enterprises are excused from contributing, including 
those near bankruptcy. In addition, eleven industries which tend to operate 
on a national basis and which on average have lower pension costs are 
excused from the city pools, although each of the eleven has its own pension 
system. There is no doubt some noncompliance as well. The result is that 
those enterpris’s that actually contribute are left with a larger contribution 
rate. As aging begins to raise the contribution rate further, the incentive to 
be noncompliant will grow. Moreover, recent reforms have expanded 
coverage to most urban enterprises. When these enterprises are confronted 
with the high rates of the current system, the tendency toward noncompliance 
could grow further. 

Although pension costs are likely to rise as the ratio of retirees to 
workers rises, the cities have set aside only small reserves to help pay for the 
rising costs. Without prefunding, the rising costs will have to be paid by 
increasing future contribution rates (or benefits may have to be cut). In 
effect, the present generation of workers which pays low contributions passes 
on the cost of its pensions to future generations of workers who will have to 
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pay the higher rates. In view of the looming problems, Chinese officials 
have been considering reform plans. 

In the reform plans under consideration today, individual accounts play 
arole. The traditional idea of an individual account is that the enterprise and 
worker contribute into an account for the individual worker. The funds 
accumulate and earn interest. Upon retirement, the individual can withdraw 
his/her accumulation as a lump sum or convert it to a lifetime annuity. The 
individual's retirement benefit is fully funded, that is, all the money needed 
10 pay it is put into the account in advance. If all retirees drew their pensions 
from individual accounts, aging would not pose a problem: there would be 
no need to raise contribution rates because each person's account would be 
the whole basis of his/her pension. As a side benefit, the large accumulation 
of funds in the individual accounts would supply a source of capital which 
could be used to facilitate the development of capital markets. There is, of 
course, an investment risk to the retiree, since his/her pension depends on the 
rate of return earned over the years by the investments in his/her account. 

The idea of individual accounts has become popular among Chinese 
officials, but the kinds being proposed are likely not to have the desirable 
features described above. China faces the problem that it already has a 
pension system which has promised pensions to existing retirees and workers, 
but has not set aside substantial funds in advance to pay these obligations.‘ 
If fully funded individual accounts were introduced, a double contribution 
rate would be needed, one part to fund the individual accounts and the other 
to pay for the costs of current unfunded obligations. Chinese officials believe 
that the combined contribution rate peeded to support both systems at once 
would be too high. In addition, “sey believe that the accumulation of funds 
would be so large that there would not be enough securities or projects to 
invest them all. For these reasons, they would like to start prefunding on a 
partial basis. 

One plan would establish individual accounts for all new workers which 
would be the basis of their entire pensions. The combined contributions of 
the enterprise and worker into such an account would total about 16 percent 
of wages. In addition, a social pool would be established to pay the unfunded 
pensions to those already retired and to the older current workers who would 
not have enough in their individual accounts to support their retirement. The 
planned contribution rate into the social pool is about 7 percent. However, 
current payments to retirees are roughly 20 percent of wages, and this will 
go down only slowly as this generation passes on. Initially and for many 
years, the 7 percent contribution into the social pool will not be sufficient to 
cover its costs. To make up the difference, funds will be taken from the 
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individual accounts. They will be only partially funded, or as Chinese 
officials call them, “notional accounts.” 

In a traditional individual account, interest is paid each year on the funds 
invested in the account. There may be no investments in the notiona! 
accounts, but interest will be credited, nevertheless. The interest itself will! 
be notional. The outcome of this system is likely to be sensitive to the way 
the interest rate is set. One possibility is that the interest rate will be kept at 
or above the rate of wage growth. This could replace 60 percent or more of 
future (higher) wages at the time of retirement. With this interest rate, the 
system might be only slightly less generous than the current one. However, 
the notional accounts will be only partially funded, and as in any partially 
funded system, population aging is likely to require an increasing 
contribution rate. The increase may be smaller than under the current 
sysiem, not because of the change in structure, but only if benefits turn out 
to be lower. Suppose instead that the interest rate is set at the actual rate 
being paid on investments. The rate paid in China currently is not only 
below the rate of wage growth, but also below the inflation rate. With such 
a negative real interest rate, pensions will replace far less than 60 percent of 
future wages at retirement. With smaller pension payments, future 
contribution rates may not have to rise as much. 

It would take actuarial projection models to predict the full consequences 
of this plan. China is beginning to develop such models. However, they 
have not been used yet to explore the limitations of this plan, in particular the 
circumstances in which it might fail to deal adequately with the aging 
problem. There is also a second plan, and cities may choose between them. 
The alternative plan would base only part of the pension on an individual 
account and the remaining part would come from an unfunded tier with a 
benefit set at about 25 percent of the average city wage. The smaller 
individual accounts might be more easily funded, but may also be partially 
notional. 

The critical question relating to the aging problem is whether there is 
sufficient pi funding to avoid a future increase in the contribution rate. 
Structural reforms will make a difference if they generate more prefunding 
or hold down benefits. However, current reform efforts in both plans try to 
preserve current benefit levels while avoiding an increase in contribution 
rates. With this combination, it will take substantial good luck to prepare 


adequately for the aging problem 
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REFORMS IN HOUSING POLICY 


Housing policy is of interest to enterprise reform because ente-prises have 
become the main providers of housing to workers. The reform problems in 
housing differ from those in employment policy, where there are reforms 
which are not extensively used and from those in pensions where the reforms 
are not adequate to deal with the aging problem. in housing, the issue is one 
of multiple goals, and policy has pursued only one of the goals. Policy has 
focused on increasing the supply of housing. As with all enterprise-based 
benefits, there is a burden on enterprises, but there has been little progress 
toward the kinds of housing reforms that would contribute to enterprise 
reform. Another goal of housing policy is to develop a housing market, but 
progress toward this goal is limited. Indeed, if these other reform goals had 
been more important, the ways of increasing housing supply would have been 
different. 

During the last decade, roughly 3-4 million apartments have been built 
in urban areas each year. Currently, enterprises own 70 percent of the 
housing stock, two-thirds of which was acquired after 1985 (World Bank 
1983). Enterprises assign workers to housing based on seniority, rank, and 
other factors.’ At the time of assignment, it may be used as an incentive 
tool, but the worker then keeps the housing indefinitely, even in retirement. 
Housing has become a barrier to job mobility since workers fear losing their 
housing if they move, and perhaps ending up low in the housing cue of the 
new enterprise. It is also a burden to the enterprise which must finance and 
manage its housing. 

New housing is paid partly out of the retained earnings of enterprises. 
Enterprises must use part of their profits for a “welfare fund,” and part of 
housing costs are financed from this fund. Loans from banks or government 
are also used, and a portion of capital construction loans may be used for 
housing construction. The land for new housing is provided by local 
governments. The enterprise has full ownership of the structure, but only 
“use rights” over the land. Workers pay rents on their housing, but rents are 
fixed at levels well below maintenance costs which average SO percent 
higher. Enterprises thus finance maintenance as well as new construction. 
However, there is also a tendency to defer maintenance, and buildings do 
deteriorate. 

In some cases, there are subsidies to enterprises for housing, primarily 
from local governments. The Ministry of Construction sets guidelines for the 
minimum size of apartments. Households in units not meeting these 
guidelines are considered the “housing poor.” These are not necessarily low 
income households. Typically, however, the enterpr.ses owning such units 
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are loss-making. Such enterprises may be subsidized to get them to upgrade 
their housing. This is another of the channels that helps to prop up weak 
enterprises. 

The main thrust of housing reform policy has been to make credit 
available for expanding housing supply. Much of this credit has been 
funneled through enterprises. li has thus served the supply goal while 
reinforcing rather than diminishing the role of the enterprise in housing. it 
1s recognized that +> enterprise could be freed from housing responsibilities 
if housing markets develop. There have been efforts to develop such 
markets, but progress has been slow. Indeed, the housing example is 
interesting because it shows how difficult can be to make a market work 
in the transition from the old system. 

One of the major barriers to establishing a market for either rental or 
owned housing is the rent subsidy. Uniess rents are sufficient to cover full 
housing costs, the market will not work. However, subsidized rent is an 
important part of the compensation of a SOE worker. ht would be difficult 
to raise rents without an accompanying wage reform that would in some way 
cash out in-kind benefits. There are, indeed, efforts to raise rents gradually. 
Government housing reform guidelines in 1994 culled for rent to be increased 
to 15 percent of family income by the year 2000. However, if rent is still 
linked to income, rent will not be determined in the market, and the 
enterprise role wil’ probably have to continue. 

There have also been efforts to encourage workers to purchase their 
apartments. Of course, a worker paying a low subsidized rent has litle 
incentive to buy. Recognizing this, the housing price is subsidized. In a 
common arrangement, the enterprise sells ts housing to workers at a 40 
percent discount. Since there is not a market in housing, the enterprise 
precumably also sets the initial value. Since the housing price is subsidized, 
the worker might have an incentive to sell the house and recover the cash 
value of the subsidy. To discourage this, workers are not allowed to sell the 
house in the market. ht can be resold only to the enterprise and only for the 
original subsidized purchase price. In one enterprise visited by the author, 
the workers did not have the right to pay the full cost of the house in order 
© get full ownership. All buyers had to accept the 40 percent discount. In 
this system, the enterprise is in effect still the owner, and the uni will 
eventually revert to it. This reform does not allow the market to replace the 
emterprise in providing housing. 

Another barrier to establishing a howwag market is that buyers of 
property in cither a rental or individual ownership situation need credit. 
Currently, credit is available primarily to enterprises. If home ownership is 
to be affordable, buyers will need long-term mortgages. Whatever the form 
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of ownership, credit markets will need to develop. Credit markets, in turn, 
may require legal reforms clarifying the property and land use righis of the 
owner. In particular, regulations are needed concerning procedures for 
eviction. Since a housing market is so dependent on legal procedures, credit 
and housing market reform will both be tied to legal reform. 

A viable housing market could eventually replace enterprises as the main 
providers of housing and thus provide an important step toward enterprise 
reform. But a housing market depends on coordinated reforms in wages and 
rents, credit markets, and legal procedures. It is not surprising that China 
has so far pursued just the housing supply goal. Is i possible to reform such 
a complex system? The World Bank Enterprise Housing and Social Security 
Reform Project is making an effort at such comprehensive reform in four 
cities in China. i is beyond the scope of this paper to describe this effort. 
lt should, however, give an indication of how quickly China can come to 
grips with the basic problem of enterprise reform. 


CONCLUSION 


This paper has examined three areas of reforms in China: employment 
policy, pension policy, and housing policy. In each area, major reforms 
either have been or are being implemented. Yet in cach case, the reforms 
have not had a major impact so far. All three areas impose significant 
burdens on enterprises. The reforms, however, have not yet removed ihe 
burdens sufficiently for full SOE reform in which viable SOEs could stand 
on their own competitively without need of subsidy. The reasons for the 
lumited impact of reform efforts have differed by area. In the case of 
employment policy, the reforms are likely to work in supporting the 
transition of redundant workers out of SOEs, but the decision has not yet 
been made to use them extensively. In the case of pension policy, although 
the reforms look dramatic, they do not make the hard choices that eventually 
may be necessary to deal with the aging problem. Housing policy has 
focused on one goal, increased housing supply, but has not addressed the 
complex issues of making a market work to the point that the market could 
remove responsibilities from enterprises. The shortcomings in outcome all 
reflect constraints on policy which make the effort difficult. 

In spite of the difficulties, the spirit of reform is strong in China. There 
is am impressive desire to solve problems. Reforms are just beginning in 
health imsurance. Given the complications in that field, limited 
accomplishments will probably soon become apparent there as well. 
Reforms are underway in work injury insurance and maternity benefits. And 
in the areas considered in this paper, | did not deal with all of the reform 
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issues, for example, the expansion of coverage of Ul and pensions to more 
sectors of the economy. Employment and social security policies have turned 
out to be among the most difficult areas for reform, especially because of 
their close link with enterprise reform. Officials, however, are patient and 
keep trying. As long as they understand the nature of their problems, it is 
likely that improved reforms will continue to emerge. 


Notes 


1. There was a rapid expansion in employment in enterprises in rural areas. 
Taking account of all enterprises, SOE employment by 1993 was only 36 
percent of the total. 

2. For small enterprises without their own LSC or without the resources to 
support training programs, workers could use the services of municipal LSCs 
not attached to enterprises. 

3. The 1993 reforms permit cities to require small individual contributions 
in addition to the enterprise contributions, and a few cities have done so. 
4. Various estimates have been made of the implicit pension debt, that is, 
the present value the pension obligations owed to those already retired plus 
the obligations to current workers based on work already performed. The 
results are very sensitive to the assumptions made, and range from 40 
percent of gross domestic product (GDP) to over 100 percent. The important 
poimt is not the exact number, but the fact that im is large and mostly 
unfunded. 

5. Since there may be more than one worker in a family, the enterprise 
may not house all its workers, some of whom may obtain housing from the 
spouse's enterprise. In addition, there are publicly-owned units as well as 
privately-owned ones. 
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$8. THE PROSPECTS OF A FREE LABOR 
MOVEMENT IN CHINA 


Dongfang Han 


PROBLEMS CONFRONTING WORKERS IN CHINA 
State-Owned and Collectively-Owned Enterprises 


In China, 144.8 million workers are employed in state-owned enterprises 
(SOEs) and collectively-owned enterprises (COEs). The figure includes 
those working in the government. For more than 40 years, workers have 
been “honored” as the ruling class while in fact they are just puppets which 
play out the script written by politicians in the Communist Party of China 
(CPC). The new generation of leaders in China is still making use of the 
laurels “awarded” to the workers, exemplified in slogans like 
“Wholeheartedly Leaning Upon the Working Class.” Even at the present 
stage whereby the concept of “working class” k3s become a burden to be 
discarded, the propaganda machinery holds on to the age-old slogan: “The 
working class is the master of society; the working class “as to go through 
difficuties with the Party.” In the eyes of the Chinese people, such 
propaganda is a sheer act of self-deception. 

Take a look at the crises besetting workers in SOEs and COEs, and the 
gravity and complexity of these crises. The usual tactics of deception do not 
work any more in solving these complicated problems. With no better lies 
but extensive repression, these social crises are approaching the brink of 
explosion. 


* The Unemployment Rate Soars in the Wake of Enterprise 
Restructuring and Increased Privatization. Official sources put the 
number of unemployed at 4.8 million and the unemployment rate at 2.9 
percent (based on 1994 figures released by the State Siatistical Bureau). 
In a press conference in Beijing on December |1, 1994, Li Boyong, 
Minister of Labor, admitted that 10 million workers were redundant. At 
the same time, 10 million school leavers join the labor force each year. 
Other sources reveal that official estimates by the Ministry of Labor put 
the number of redundant workers at 17 million (United Daily, Hong 
Kong, December 11, 1994). Actually, in a press conference on 
December 11, 1994, the deputy director of the State Economic and 
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Trade Committee, Chen Qingtai, admitted that 20 percent of the 
workforce was redundant (around 30 million). 


Obviously, unemployment, a by-product of the irreversible economic 
reform, is going from bad to worse. However, unemployed workers 
cannot turn to any effective social security system which is virtually non- 
existent. A distinct labor psychology has taken shape whereby workers 
feel insecure, betrayed, and discarded, and yet helpless. In the first 
three quarters of 1994, only 1.5 million workers had received 
unemployment allowance. Even if we take the official figure as 
reference, the proportion of the unemployed who get assistance from the 
government is still a meager 30 percent. 


* Low Economic Efficiency and Losses in Enterprises Result in Wage 
Arrears. In his December 11, 1994 press conference, Chen Qingtai 
stated that up to September 1994, 44.5 percent of the SOEs were in the 
red, and 4 million workers in SOEs had not received their wage 
payments. Wage arrears are particularly serious for coal miners, iron 
and steel workers, and teachers. In May 1994, about 20,000 coal ’ 
miners in the northeastern province of Heilongjiang went on strike 
protesting against wage arrears (Asia Week, May 29, 1994). On March 
14, 1995, Zhu Kaixuan, director of the State Education Committee, 
admitted that wage arrears for teachers amounted to | billion yuan 
(Huanan Economic Daily, Hong Kong, March 15, 1995). 


* Mismanagement is the Main Cause of Low Economic Efficiency and 
Losses. Some enterprises fail to make any policy changes; more and 
more retired workers cannot get their pension due to sustained losses of 
the enterprises. Some have not received their pension for a considerable 
period of time. Some enterprises have even announced the suspension 
of their pension provisions. The State Statistical Bureau has reported 
that up to September 1994, there were 490,000 retired workers who did 
not receive their payment on schedule. 


* No Comprehensive Medical Insurance System to Replace the Old 
One. Many workers still are not reimbursed for their medical expenses 
because a new system has not been put in place. There are also many 
who choose not to see a doctor even if they fall ill. Some have even lost 
their life because they could not receive timely treatment. Workers are 
highly dissatisfied with the loss of medicai insurance. There is also the 
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fear that they will get sick someday but not be able to afford the medical 
expenses for the treatment of their illnesses. 


* Unfulfilled Dream of Public Housing. Over the years, workers in 
China have been living with the dream of putting aside part of their 
wages for the public housing fund so that they can get better 
accommodations later on. However, for most of them, the dream has 
never come true. Further, they do not have the slightest idea of how the 
public housing fund has been used. Worse still, workers have to buy an 
apartment out of their own pocket under the current housing “reform.” 
They are even required to buy the apartment in which they have been 
living for years. To the average worker, this is just like peeling off one 
more layer of skin from their fragile body. To nave somewhere to live, 
many workers have no other choice but to seek loans, and as a result, 
live a much harder life. Those with no sources of loans and those facing 
the risk of unemployment are threatened with the bleak prospect of going 
homeless. 


* Little or No Labor Protection. Enterprises have reduced their 
investment on labor protection. Many of them have even stopped 
investing on industrial safety facilities. As a result, the incidence of 
industrial accidents is steadily on the rise. Occupational diseases are 
becoming more common and serious. In 1994, there were 22,325 cases 
of industrial incidents, claiming 20,263 lives. This represented an 
increase of 2.3 percent over 1993. Mind that these are just the official 
Statistics. The actual figures are estimated to be double, if unreported 
cases are included. 


Privately-Owned, Foreign-Investment, and Township-and- Village 
Enterprises 


Official statistics tor 1994 reveal that 2.88 million workers were employed 
in foreign-investment enterprises (FIEs), with the actual figure estimated to 
be around 30 million; 3.73 million were employed in privately-owned 
enterprises (POEs); and 123 million were employed in township-and-village 
enterprises (TVEs) for a total of about 130 million workers employed in 
these three types of enterprises. Peasant workers make up the majority of 
the workers in POEs, FIEs, and TVEs. 

In these three types of enterprises, almost all the shop-level workers 
come from poor rural villages, and most of them are women workers. 
However, they are not accorded the status of workers under the residence 
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registration system in China: “Once a peasant, always a peasant.” Since 
they were born and registered in the rural area, they cannot change their 
Status even though they are doing exactly the same thing as the urban 
workers. The oddly-coined title of “peasant worker” reminds them of the 
dual nature of their status in the factories: they work as an urban worker but 
remain as a peasant. In practice, this means that they are not entitled to the 
rights and welfare benefits enjoyed by the urban workforce. They really 
have nothing to lose. Apart from their labor input to the development areas, 
they have nothing and they are nothing. They have been put on the road to 
slavery in the development areas. 

These peasant slaves are very much welcomed by the owners and 
management of POEs, FIEs, and TVEs. Owners of FIEs are particularly 
happy because they are well aware of the value of foreign investment to the 
government. They have no scruples in abusing and exploiting workers. The 
two powerful shields that they hold against government interference are: (a) 
the high-sounding statement that “the confidence uf foreign investors will be 
adversely affected,” and (b) the practice of oiling the palm of corrupt 
government officials. 

This explains why the government either does nothing or stands on the 
side of the capitalists in face of the negligence of enterprises with regard to 
the life and health of their workers and the infringement of workers’ 
rights—despite the clear fact that these are all against the law and 
regulations. According to a recent survey (“The Achievement of Union 
Work Under the Market Economy—A Survey on the Union Work in Shekou 
Industrial Area,” published by the Guangdong Provincial Federation of Trade 
Unions, June 1993), 55 percent of the workers in FIEs in Guangdong 
Province are offered wages less than the minimum wage standard. In front 
of the capitalists and corrupt officials, law is just like a helpless prostitute. 

Bosses and management of POEs and TVEs are even worse. Some of 
them are the nouveau riche who exercise barbaric paternalistic control over 
their workers. Some others are local village cadres who run TVEs under the 
subcontracting system. With both money and power, these cadres have 
become local tyrants in the villages. 

Because of the above reasons, workers in POEs, FIEs, and TVEs are 
confronted with appalling working vonditions. Compulsory overtime work, 
no rest days, wage arrears, underpayment, beating, scolding, physical 
abuses, and body searches are the “normal” mode of life. Working and 
living conditions and the quality of life are extremely poor; industrial 
accidents, industrial fires, and chemical poisoning are hitting hard upon 
workers’ life and health. The extensive use of child labor and abuses is yet 
another characteristic in these three types of enterprises. If the workers 
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should express their dissatisfaction or resist, they are fired and forced to go 
back to their home village; they even run the risk of arrest and 
imprisonment. 

Beginning in 1995, the government implemented the Project on the 
Orderly Arrangement of Migrant Population in the hope of controlling the 
“blind flow” of rural migrant workers to urban areas. Under this project, 
peasants who want to work in cities have to apply for a work permit {rom 
their local government. Otherwise, they cannot take a job elsewhere; they 
cannot even leave their village. This measure will force half of the peasant 
workers and would-be peasant workers to stay in their villages. This is 
because without a work permit, peasants planning to go to a city cannot buy 
a train ticket or get accommodation in hostels, let alone get a job. Thus, the 
urban-rural discrepancy is fortified in yet a new form. However, peasants 
who cannot find the means to making a living in their village will exhaust all 
possibilities to get a job in a city. It has been widely reported that soon after 
the implementation of the project, some local officials took advantage of the 
peasants’ desperation and extorted money from them in issuing work permits. 

It is no exaggeration to say that workers in POEs, FIEs, and TVEs work 
and live in burning fire and deep water. 


NO EFFECTIVE SOCIAL SECURITY 


In whatever type of enterprise, workers’ dignity, livelihood, life, and health 
are less and less protected: in the face of concerted oppression and 
exploitation by officials and capitalists. Because the government did not take 
labor rights into consideration when it drew up the economic reforms, no 
social security system has been put in place. The imbalance between 
economic development and the provision of social security for workers has 
left workers in increasing hardship. They are totally at a loss when 
confronted with the threat of unemployment. In contrast, the investment 
environment has improved substantially. 

After all these years, the government has finally recognized the gravity 
of the problem of unemployment and has started to set up a social security 
system. Yet, this is being done out of the government's concern to stabilize 
its rule rather than a sincere concern for the workers. 

In addition, corruption is rampant in the government. The existing 
political system fails to stem corruption. On the contrary, it is the breeding 
ground for corruption. The obstinacy on the part of the government to 
undertake political reform is at the root of the worsening problem of 
corruption. This has led to serious consequences. 
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On the one hand, given its administrative ir“bility and the complexity of 
the social security system, the government cannot do much. Various social 
security funds like unemployment insurance and pensions end up in up- 
market limousines and luxurious villas for officials. In this kind of political 
environment, labor-management conflicts and labor-government conflicts 
intensify at astounding rate. The brutal force and rude methods employed by 
the government to resolve th conflicts have backfired. 

On the other hand, to uphold total control over society, the government 
has stifled the development of grassroots self-help mutual aid groups and 
social service groups of any kind. Mutual aid groups are even seen as 
destabilizing and have been disbanded. 

In principle, it is good to have the government set up a social security 
system. However, there are many reasons to doubt whether the principles 
of social security can be arrived at on a fair basis without the participation, 
monitoring, and pressure from the general public. One cannot help thinking 
of the anxiety and helplessness of a terminally-ill cancer patient when one 
looks at the complex job of setting up the social security system: the corrupt 
officials, the ineptitude and inefficiency of the government, and the 
intensifying and growing complexity of social conflicts! 

Actually, up to this point, | have not done justice to the workers’ 
situation, which was simplified:for the sake of analy: is: I did not include as 
workers the 800 million peasants and the 150 mill” surplus labor in the 
peasantry (the same classification used by the Labor Minister Li Boyong on 
December 11, 1994). When the peasants are included, China's labor 
problem is a disaster for the Communist regime. It also would be a disaster 
for any government. If the conflicts are left unresolved and explode one day, 
it will be a disaster for both the Chinese government and Chinese society. 
lt also will pose a serious threat to global peace and development. 


TRADITIONAL WAYS OF RESISTANCE BY CHINESE WORKERS 


in China, workers tend to tolerate any infringement of their rights until their 
tolerance is pushed to the limit. At that point, if their grievance is not 
handled fairly or if they receive further humiliation, they will forego rational 
dialogue and resoit to violence. Very often, such impulsive behavior ends 
up hurting the workers themselves—many workers resist only when they 
cannot stand the situation any more. When they do decide to resist, they are 
ready to sacrifice anything, including their own lives. Of course, most 
workers keep stretching their level of tolerance. Some workers dare not use 
violence against their boss, the oppressor. When they cannot stand the 
oppression anymore, they will kill themselves as a gesture of protest. 


ey 
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Every year, there are bound to be several cases of conflicts between 
individual workers and management in every factory. Usually the conflicts 
are over unfair allocation of bonuses, wage increments, job allocations, sick 
leave, reimbursement of medical expenses, housing, dissatisfaction with 
various punishments, forced leave or early retirement, embezzlement, etc. 
In short, conflicts which are normally resolved through collective 
consultation and bargaining by trade unions are handled by the workers 
imdividually. On their own, workers are not powerful enough to win. Most 
of them will just live with their failure. For those whe cannot live with the 
unfair outcome but have no way to vent their ange’. ‘hey will resort to 
violence. Conflicts which can otherwise be resolvco through peaceful 
bargaining thus end up in bloodshed. 


THE ROLE AND FUNCTION OF TRADE UNIONS IN CHINA 


As a trade union, the All China Federation of Trade Unions (ACFTU) is a 
swindle in all respects. First of all, we have to understand why some local 
trade unions or grassroots trade unions will act for the workers over certain 
issues that directly affect the workers. For instance, in drawing up a 
minimum wage standard, local trade unions can get into heated discussions 
with the official authorities concerned. The standard finally adopted is 
actually the result of bargaining with the government (¢.g., the minimum 
wage standard in Guangdong Province was a compromise between the trade 
union and the government after a long stalemate). Some may think that 
bargaining and compromise are possible and that this is a good way to 
resolve conflicts, but do not take this as labor-management bargaining. This 
is only a balance of power and interests among different government 
authorities. 

The ACFTU, as one of the many government authorities, is compelled 
1 assert its status and interests in the bureaucracy. It is one of the parties in 
the balance of interests. From this viewpoint, it is not difficult to explain the 
behavior of the ACFTU. Of course, we cannot deny that among the cadres 
in the ACFTU, especially the grassroots unions, many cannot face their 
neither-fish-nor-fow! rote. On the one hand, the ACFTU hails itself as the 
workers’ representative. On the other hand, it is subservient to management; 
it Cannot even state its view against management's uefair treatment of the 
workers. These cadres will then argue with management over issues related 
to workers’ interests. However, their action is not supported by the senior- 
level union and is thus suppressed. The cadres concerned will invariably be 
reprimanded; their limited action is doomed .~ fail. The examples which 
follow will he’p to illustrate these points. 
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In August 1992, the union president at Loyang Shaker Factory in the 
central province of Henan voiced alternatives to the factory director's 
renovation proposal. Three days later, management forced the union 
president to retire, and then the factory director picked the deputy factory 
director, who was deputy party secretary, as the new union president. Other 
posts in the union committee were also filled up by those picked by the 
factory director. This union is a sheer puppet in the hands of the factory 
director. 

The trade union at the Huaihai Hotel in the coastal province of Jiangsu 
is another case. The union was a “pinprick” to management because it had 
defended the interests of the hotel staff. In August 1994, management 
unilaterally froze the union fund and planned to set up a “loyalist union.” 
The plan was forestalled by opposition from the existing union. Not willing 
to accept the outcome, the general manager took up repressive methods. The 
unien president was transferred away from the hotel, am! most of the 
presidents of branch unions were dismissed. The union could not runction 
anymore. 

1 believe that there will be more and more cases of this type in the 
grassroots unions of the ACFTU. This is because negligence and 
infringement of labor rights will get more serious. This will confront union 
cadres at the grassroots level with an uncomfortable dilemma: Should they 
keep turning a blind eye to the worsening oppression, or should they take 
some action? 

Another problem 1s that very few people seek help from trade unions. 
One can almost conclude that China's trade unions have been long forgotten. 
But it is also because of this that the official trade unions can exert great and 
even fatal impact on the labor situation. For one thing, workers will not 
push the unions to do anything when they will get into trouble. For another, 
workers will not think of organizing their own unions. 

At the 6th Presidium Meeting of the 12th ACFTU (July 18-22, 1-45), 
Wei Jianxing, ACFTU Chaizman, who has recently been promoted to 
Beijing's party secretary, po.ated out that: 


|U}mion work is a secto, in the overall work of the party and the 
country. The overall situation is above individual sectors. Union 
work must better obey and serve the overall work of the party and 
the whole country. ... In implementing the “Labor Law,” [unions] 
have to follow the unified leadership of locai party organizations. 
On some important policies and work strategies, union organizations 
should not act at their own will. For instance, the minimum wage 
standard is a highly sensitive issue. In matters like this, [unions] 
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should act according to the strategic plan of local party 
organizations and governments. (Workers’ Daily, July 24, 1995) 


When the chairman of the ACFTU interprets the safeguard of lavor rights as 
such, what else can be expected from this trade union? 

In addition, union leadership is selected with and compe...4 of “Chinese 
characteristics.” Clause 26 of the Union Constitution of China stipulates that 
members of grassroots union committees, union chairmen, and deputy 
chairmen shall be elected and approved by the senior-level union. In June 
1993, the Guangdong Provincial Federation of Trade Unions issued a 
circular, The Achievement of Union Work Under the Market Economy—A 
Survey on the Union Work in Shekou Industrial Area, requesting its affiliates 
to promote the union “experience” in Shekou Industrial Area. One aspect of 
the “experience” was that more than 60 percent of the union chairmen in 
Shekou Industrial Area came from management; among them, 30 percent 
were factory directors/managers. Another “experience” was that ‘he first 
chairman must be appointed by the senior-level union but not directly elected 
by the workers. The circular concluded that the dual roles of union chairmen 
(as both factory director/manager and union chairmen) make it more 
convenient for them to work. 

Trade unions in China fail to speak out for the interests of the workers. 
On the contrary, they stand on the side of management in the name of a 
“trade union” when labor disputes occur. It is clear that trade unions 
actively serve as management's instrume.t in “persuading” the workers by 
threat and deception. Very often, workers detest trade unions more than the 
party's grassroots organizations. The term “trade union” cyrries a negative 
connotation in work .rs’ minds, and workers do not think ¢< their interests as 
having anything to do with = “trade union.” In this way, the “official” trade 
union serves its purpose well. It functions to control, monitor, fool, and 
benumb the workers, all in the service of the government and management. 
Through this, workers are discouraged from organizing other trade unions 
out of their detest of the “official” trade union. Against i. « background, 
workers in Ching. either stretch their tolerance or resort to individual 
resistance fy violent means 


WORKERS’ AUTONOMOUS FEDERATIONS MOVEMENT IN 1989 


The Chinese government has total control over trade unions and women’s 
federations, mass organizations which are supposed to be independent of the 
government. The consequence is analogous to putting steers out as breeders. 
the herd of cattle will lack the life energy and wil! also face the crisis of 
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continuity. On the other hand, in the Chinese culture, self-interest is equated 
with selfishness, and selfishness with being unethical. Adding to this is the 
government's effort in stifling the development of a “civil society.” If 
collective resistance does emerge, it is nothing more than cx lective release 
of grievances. Such social release will, for sure, die out because it has no 
clear objective and orientation. To a large extent, the 1989 democracy 
movement in Tiananmen Square was such a collective release that involved 
persons from almost all walks of life. 

Against this background, the Workers’ Autonomous Federations (W AF) 
movement is no different from other collective groupings. Something 
concrete, however, can be found in the various WAF documents related to 
workers’ issues (¢.g., to protect and fight for workers’ interests, or collective 
bargaining for workers’ interests). But due to the overall lack of orientation, 
ihe WAF actions clearly demonstrated a lack of clear interpretation of these 
principles. As a matter of fact, a union organization that emerged out of a 
spontaneous movement cannot possibly develop into a full-fledged 
organization in just two weeks’ time. 

But | must say that the WAF was an invaluable harvest of the 1989 
democrary movement. It planted the concept of “working for sectoral 
imteres’.” in Chinese society, but the root did not go deep enough and the soil 
was «¢ fertile enough. However, it gave a push to those who attempt to 
choge the Chinese society in that they no longer take it as a “shame” to talk 
about “parochial” sectoral interests. This is reflected in the extensive 
discussion of labor nghts in most of the influent:al dissident movements after 
1S89. The voice is still regrettably soft. It is also regrettable to see that 
there are some who make use of the fight for labor rights in their fight for 
political power. This poses a serious threat to the inder-idence of labor 
movement. 


NEW MODES OF RESISTANCE: STRIKES AND PROTEST 
RALLIES 


Over the past few years, the number of strikes and protest rallies have 
increased duc to worsening problems such as arrears in wages and pensions. 
compulsory overtime work without extra pay, asd humiliation and abuse of 
workers. Statistics from the ACFTU show that, im the first half of 1994, the 
number of strikes and rallies in state-owned enterprises increased by 20 
percent over th}< ame period in 1993. According to various case reports, 
there is a higher incidence of strikes in teaching. coal mining, and the 
electro” ., textile, and toy industries. Geographically, strikes are spread all 
over the “ountry. Moreover, rallies are frequently organized by workers in 
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debt-ridden enterprises wich cannot pay them their wages and are going 
bankrupt. 

Strikes are particularly frequent in FIEs. Workers in FIEs not only go 
on strike when they can no longer stand the oppression, but also as an 
industrial action to demand higher wages, better living conditions, better 
welfare benefits, etc. In the development areas, there are several cases of 
strikes or labor disputes almost everyday. 

In China, it is illegal to go on strike. There is nu legal protection of the 
right to strike. Organizing and joining a strike are invariably seen as 
disrupting the social order or labelled with other charges. But still, workers 
choose to go on strike 41d take the risk of arrest. This reflects the intensity 
of labor disputes. Their bold action can also be seen as a growing awareness 
among the workers who square up to their harsh situation. Under normal 
circumstances, a strike is the last resort after bargaining breaks down. 
However, as the government has no experience with facilitaiing equal 
consultation between workers and management, workers’ dissatisfactions are 
seen as pointing against the government and, therefore, suppressed. Besides, 
the widespread bribery of factory owners and management puts workers in 
an unfavorable position: if management takes revenge against the workers 
after the breakdown of bargaining, government officials will take 
management under their wings in dealing with workers’ compiaints. 

lt 1s true that the government has drawn up legislation for labor 
protections, bul in practice it is just window display. When workers try to 
make use of laws and regulations to demand their rights and interests, the 
government brings out reasons \ike stability and social orccr and, in alliance 
with management. suppresses workers’ demands. Several examples illustrate 
this pot 


® In 1994. the League for the Protection of the Rights of Working People 
in China was set up in Beying. The organizers tried tw register with the 
government. Many of them are now in prison or in exile. 


® in March 1994. Beying’s labor activist, Zhou Guogiang, was arrested 
for hus plan to print T-shirts that publicized labor rir‘ 's. He was 
“sentenced” to three-years of forced labor without going through any 


judicial procedure 


® In May 1994, three workers in Shenzhen were arrested for their part in 


publishing the bulletin Workfellas and runring an evening school for 
workers. Their whereabouts are still unknown. Prior to their arrest, 
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they had also tried to register the Association of Workfellas with the 
government but were rejected. 


® In 1994, hard hi by an inflation rate of over 20 percent, about 800 
workers at the Canon Company, Lid. in Zhuhai City, Guangdong 
Province, went on strike, demanding a 30 percent wage increment. The 
City Federation of Trade Unions acted as a mediator, but the mediation 
turned out to be a fierce scolding against the strikers: “My wages have 
only gone up by 9 percent. How dare you demand for 30 percent! This 
is Certainly an unreasonable demand.” This is the way China's trade 
umions fight for, safeguard, and protect labor rights and interests. 


© On January 15, 1995, over 1,000 workers at the Matsushita 
(National/Panasonic) Company, Lid. im Zhuhai City, Guangdong 
Province, went on strike. Making reference to the Labor Law and the 
Regulation on Labor Management ir Foreign-Investmemt Enterprises. the 
workers demanded higher wages, full payment of overtime wages. full 
entitlement to statutory holidays, and better living conditions. Just 
several hours after the strike and the announcement of the demands. 
officials from the city bureau of labor went to the factory and put 
pressure on the strikers. Under threat and pressure, the strikers were 
forced to resume work on the second day Management only agreed not 
to suspend any statutory holidays, and there was no settlement of the 
other demands. Afier the strike, some of the strikers were fired. When 
they lodged complaints with the government, the deputy mayor of 
Zhuhai replied, “1 can't see in any way how the dismissal violates the 
Labor Law.” In this unequal tripartite relationship, « is certain that 
~. workers will not have any confidence in negotiation, bargaimuing, and 
complaming to the government. They would rather go on strike to 
express thew grievances and demands Unavoiably. this will further 
strain the tripartite relationship 


COUNTERMEASURES AND POL:CIES OF THE GOVERNMENT 


An official in the Minustry of Labor imoicated on May 7, 1995 that the 1994 
Labor Law did not stipulate whether going on strike was legal or not. This 
ambiguity provides much convemence to government authorities in handling 
strikes by administrative means 

ht ss a step forward to have the 1994 Labor Law, the first of its kind in 
China. The right to strike, which is the most powerf  mear against 
management, is not covered by the La. Law and its legal ~atus is left 
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ambiguous. We cannot but doubt the ability and sincerity of law enforcement 
by the Chinese government. This is by no means prejudice. To the Chinese 
government, law 1s like a piece of cloth—the government is the tailor. With 
only a pair of scissors in its hand, it will cut in a way that suits its own 
needs, no matter how odd the final shape is. The above statement made by 
the offictal in the Ministry of Labor is indicative of the government's real 
imtention im drawing up the Labor Law. When workers seck to protect 
themselves under the Labor Law, the performance of law-enforcement 
authorities deals a blow to their confidence in the law. 

Some local governments have drawn up various laws and regulations to 
suppress a strike action. For instance, in Guangdong Province, the 
government has issued a circular on the handling of collective petitions and 
strikes. Some of the principles are 


® preemptive imtervention—labor authorities at various level should nip the 
action in the bud if they get wind of beforehand: 


® speedy settlement—labor authorives should understand the reasons for 
the action and fen mobilize workers back to work as soon as possibile. 
forcing workers back to work if necessary. 


® mediation—educate workers to put forward thei suggestions with good 


will, guide employers to get into dialogue and consultation with workers. 
amd! protect the interests of both parties im accordance with the law 


The circular also stresses that if labor authorities find that a collective 
petiion and strike have the chance of developing imto violent disruptive 
activities, they should coordinate with the court and public se urity bureau, 
and employ immediate measures 

In Dahan City. the government has drawn up legis’ von which states that 
i, workers want to negotiate with thew employer. they can do so only through 
the official ACFTU. Workers violating this law can be dismissed by their 
employer. and no other factories can recrun the dismissed workers 

Judging from the current situation of workers resistance and their 
imclination to strike. a 1s more likely that a free labor movement will develop 
first in the development areas where foreign capital 1s concentrated. because 
workers mm those areas now get what their counterparts in the West got a 
century ago. They have nothing cise but their toiling hands. This is not 
meam to be conchusive regarding which type of enterprise that will first give 
birth to a free labor movement im China, bul only an atten.pt to assess the 
Current situation 
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CHINA—A TIME BOMB? 


The economic reforms introduced over the last decade have been the design 
of a single person—Deng Xiao Ping—the last patriarch in China. In the 
wave of reform, the country has undergone significant changes in its social, 
economic, and political relationships. Parallel to these changes is the 
widening gap of income distribution which has reached an alarming state. 

The dismantled social, economic, and political relationships are being 
replaced by a new order that is shaped solely by the CPC. The CPC has 
completely turned itself into a clique with vested interests. Compared to the 
CPC prior to reform, this clique now not only enjoys political power, but 
wealth as well. All those in power are swimming along with the wave of 
economic reforms. Making use of their political power, they have 
appropriated a major share of the wealth created. They have become the 
new capitalists in China. This power elite holds on to its power as it 
accumulates a huge amount of personal wealth which can be aptly described 
as being stolen or robbed from others. 

This “transfer” of wealth is done openly. The working class can do 
nothing to stem this trend but watch the growing pockets of the power elite. 
Whai the working class gets in return is deepening poverty and a lack of 
protections of all kinds. 

If this process goes unabated, it is possible there will be another 
“communist” revolution when poverty reaches an intolerable level and people 
realize that they will stay impoverished because their wealth has been 
robbed. This revolution, if it breaks out, will take a violent form. The 
possibility of a peaceful revolution is slim. This can be seen from the 
methods of resistance by Chinese workers. 

Under a repressive regime, workers in China will not voice and 
negotiate their demands with management because the government will crush 
such attempts at bargaining. To counteract the constant blows by the 
government, Chinese workers have to catch the government and management 
unprepared, and resist by staging strikes. Because strikes can break out at 
any moment, and involve a large number of people, the participants will feel 
more secure. This aiso explains why several millions people took to the 
streets in May and June of 1989 but disappeared once the movement was 
suppressed. There is a Chinese idiom which says “law doesn’t choose a 
crowd.” 

With this kind of mind-set and methods of resistance, the impoverished 
sectors in China will also erupt spontaneously when they can no longer stand 
their suffering. The CPC will not be prepared for the sudden eruption of 
resistance, nor will the whole society and the world. 
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This is a picture of a time bomb. The only way out of danger is to 
defuse the bomb. To defuse this “social time bomb,” social negotiation and 
bargaining are the only means. Labor-management relations are the sector 
of society in which such bargaining is possible. Of course, this also includes 
labor-government bargaining. 


LABOR EDUCATION IS THE KEY TO THE HEALTHY 
DEVELOPMENT OF A FREE LABOR MOVEMENT 


It is no exaggeration to say that workers in China are in a life-or-death 
situation. A labor movement usually develops out of this kind of crisis. The 
official trade unions are still serving as thugs and policing agents in factories; 
they are still serving as instruments of the government to suppress workers. 
At this stage, workers have started to demonstrate their heightened awareness 
to resist, which has translated into widespread strikes and protest rallies. It 
is Clear that the objective conditions for the development of a free ‘abor 
movement have already budded. The conditions are rapidly taking shape 
under the suppression and exploitation of workers by the government and 
employers. 

What remains is the direction that the labor movement will take. 
Confronted by the government’s iron-fisted blows, a free labor movement 
has to stand firm so that it will not be forced once again into a struggle for 
political power. Genuine labor education is the only way to attain this. 
Through genuine labor education, the concrete economic and political 
interests of the workers can be integrated into the labor movement. By this, 
workers will recognize that unions are organizations which fight for and 
safeguard workers’ rights and interests—that unions work for them. There 
needs to be a group of union leaders at the grassroots level whose main 
concerns are those directly affecting the workers (e.g., housing reform and 
allocation, wage increment, labor protection, welfare benefits, medical 
insurance, unemployment insurance, etc.). Who is going to be the next 
premier should not their topic of discussion in schools, factories, and 
workshops, at least not now. Otherwise, it is unavoidable that China’s labor 
moverent will be the next Solidarnosé (the Polish Solidarity Trade Union) 
or even follow in the footsteps of the CPC. 


A FREE LABOR MOVEMENT: OPENING THE DOOR TO 
DEMOCRACY AND CIVILIZATION FOR CHINA? 


Opinions differ as to how China can develop into a democratic country, a 
country that respects human rights. Some hold that first and foremost is 
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toppling the authoritarian regime of the CPC. Some others think that the 
CPC still has a firm hold on the ruling machine and that it can only be 
corrupted from within but not forcibly toppled. In addition, I have heard of 
a scary idea—encouraging and inducing corruption of officials in order to 
arouse public anger and urge the toppling of the regime. Yet some others 
hold that we should wait for a split in the CPC and throw support to the 
reformists. As long as China keeps on the road of reforms, the emergence 
of democracy is just a matter of time. 

Actually, I think that the future government, whether led by the CPC or 
some others, will be a conservative one. It will promote a social value that 
stresses efficiency at the expense of social justice. No matter what happens, 
I cannot imagine how China can develop into a society that favors stable 
development if it is not run on the principle of social justice. 

The opinions mentioned above share one thing in common: a democratic 
system is viewed as the key to all the problems concerning the path that 
China should follow. Furthermore, they put hope in the government in 
bringing about a democratic system; the difference is that some count on 
revolution while some others count on reform. 

But this is obviously a misinterpretation of democracy. To the labor 
movement, democracy should be based on the awareness of the masses. It 
is only when the masses start to realize their own interests and relate the 
materialization of those interests to the political system that the checks and 
balances in a democracy can be concretely realized. It is also in this way 
that democracy can assure the building up and safeguarding of social justice 
and the promotion of social progress. 

Democracy is built on equal participation. In China, equal consultation 
can only be conducted between workers and employers. This is the only 
equal consultation currently protected by law, but even this is still words on 
paper. It is expected that with the momentum set in motion by a labor 
movement that employs the means of equal consultation and bargaining, the 
concept of bargaining can take root in China where there is no such tradition. 
We cannot deny the fact that when Chinese people start to learn about and 
make use of equal bargaining to fight for and safeguard their rights and 
interests, democratization in China will get on the track. “Getting on the 
track” connotes that the process is reiatively stable, gradually gathering its 
own momentum. 

All in all, workers form their own class. They may be ignorant, 
illiterate, and backward. They may not, as some expect, selflessly sacrifice 
their immediate personal interests for the overall well-being. But there is 
nothing wrong with them in demanding the right to safeguard and balance 
their interests against others. After all, this is part of the demand for 
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democracy. I believe that in seeking the interests of one’s own class, one 
will surely raise the civic awareness of rights and coexistence among all the 
relevant classes. The civic awareness of seeking coexistence can help 
contain social instability at a manageable level. Lastly, a clear understanding 
of the interests of one’s own class serves better as a protection against the 
deception and manipulation by politicians of all sorts. 

I cannot say that a free labor movement will definitely be the key to 
democracy. But I can say that this is highly possible. 
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